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COMPANY PROFILE 


Total Petroleum (North America) Ltd. is a grow- 
ing petroleum company active in exploration 
and production in Canada and the United 
States, and refining and marketing in the mid- 
continent U.S. 


TOTAL commenced operations in the 
mid-1950's developing oil and gas production 
in western Canada. Through the merger with 
Leonard Refineries, Inc. in 1970, operations 
were expanded into the U.S. to include refining 
and marketing as well as exploration and pro- 
duction. U. S. oil and gas production and re- 
serves increased significantly in 1976 with the 
acquisition of Hanover Petroleum Corporation. 


The acquisition of Apco Oil Corporation’s 
Arkansas City, Kansas refinery and associated 
pipelines and terminals in 1978 more than dou- 
bled TOTAL refining capacity in the U.S. while 
the purchase of Apco’s Canadian oil and gas 
producing properties in late 1977 increased 
the Company’s Canadian production and re- 
serves by about 10%. 


TOTAL plans to continue expanding its opera- 
tions in North America through capital expen- 
ditures and acquisitions. 
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Highlights 


OPERATING 1978 1977 


Crude oil production (barrels perday) ........ 9,858 9,744 
Natural gas sales (thousands of cubic feet perday) . 41,931 44,370 
Proved crude oil reserves (barrels) ......... 33,948,000 36,790,000 
Proved gas reserves (thousands of cubicfeet) ... 276,003,000 250,249,000 
Crude oil refined (barrels perday)(i) ........ 81,020 41,074 
Refined product sales (barrels perday) (ii) ..... 90,734 48,997 
FINANCIAL 

(U.S. Dollars) 

TOTAIOV GNI mame ree ALLA © as reer Gg Ab On! my 4 $571,310,000 $349 469,000 
NETHINCOMICm matin, 2. ar an. eee men Se eet eet 16,816,000 14,964,000 
Netincomepershare wo oak Sele wicgets os 1.14 arg 
Funds provided by operations (ili) .......... 49,799,000 41,657,000 
Capitallexpencitures (iv); “Zea was ooh dee 49,466,000 40,298,000 
Sarenomersequitye™ 92) 8 an oi oe. 167,876,000 131,017,000 
HOLA ASSO Smee es kere aA inp etn Cv ate sal 5 451,754,000 351,190,000 


(i) Includes Arkansas City, Kansas refinery’s average daily crude oil refined for nine months of 1978. 
(ii) Includes Apco Division’s average daily refined product sales for nine months of 1978. 


(iii) Net income plus income charges not affecting working capital in the year. Refer to Consolidated Statement of Changes in 
Financial Position for other sources and uses of funds. 


(iv) Excludes acquisition of certain assets from Apco Oil Corporation in 1978 and 1977. 


Funds Provided by Capital Expenditures Net Income 
Operations (Millions of U.S. Dollars) (Millions of U.S. Dollars) 
(Millions of U.S. Dollars) 


1974 1975 1976 1977 1978 1974 1975 1976 1977 1978 1974 1975 1976 1977 1978 


To Our 
Shareholders 


At our shareholders’ meeting last May, we ex- 
pressed the view that 1978 would be a “year of 
transition,” both in our internal operations and 
in the environment that governs us. Events 
have confirmed this assessment to an even 
larger extent than anticipated. 


As far as the Company's operations are con- 
cerned, the major transition occurred with the 
April 1 acquisition of the Arkansas City refinery, 
associated pipelines and terminals, and re- 
lated customers in eleven mid-continent 
states, from Apco Oil Corporation. This impor- 
tant step not only doubled the size of TOTALs 
refining and marketing operation, but ex- 
panded it geographically well beyond its his- 
toric Michigan base. 


Other significant events were: 


¢ the continuation of our exploration successes 
and land acquisitions in the Elmworth area of 
Alberta; 


° the decision to combine TOTAL and Hanover 
exploration and production organizations in 
the U.S., and to withdraw from the sale of pub- 
lic drilling funds; 


¢ the completion of the Alma refinery’s upgrad- 
ing program to increase gasoline production; 


¢ the approval of a $14 million expansion pro- 
ject to increase gasoline yield at the Arkansas 
City refinery similar to the just-completed Alma 
project. 


Signs of transition have emerged at an accel- 
erating pace in the economic and political en- 
vironment affecting our business. 


Growing gasoline demand in the U.S., accom- 
panied by a fast increasing proportion of un- 
leaded gasoline brought about by new auto- 
mobile standards, is running a collision course 
with supplies. The expansion capabilities of 
existing refineries have been stretched to the 
limit, while construction of new manufacturing 
facilities continues to be hampered by regula- 
tory and environmental constraints. In spite of 
high gasoline inventories at the beginning of 
1978, supplies became tight around mid-year. 
This triggered a sharp improvement in prices 
and margins which persisted through the win- 
ter, contrary to seasonal and historical pat- 
terns. 


Conversely, in another area of great impor- 
tance to TOTAL, namely the market for natural 
gas in Canada, a surplus situation (labeled 
“temporary gas bubble” at the beginning of 
the year) grew into a problem of national di- 
mension as domestic markets stagnated, ex- 
ports remained limited by government regula- 
tion, and sizable discoveries continued to be 
made in western Canada. The recently re- 
leased report of the National Energy Board, 


following last fall’s hearings, recognizes the 
existence of a limited exportable surplus of 
natural gas in Canada. To this extent, itis a step 
in the right direction. However, many logistical, 
commercial and political problems remain to 
be solved regarding transportation facilities, 
as well as the linkage of exports with ex- 
panded gas markets in eastern Canada, on 
one hand, and the Alaska gas pipeline on the 
other hand. In the meantime, sales of natural 
gas by Canadian producers such as TOTAL 
will remain at or below current levels and new 
discoveries will remain shut-in. 


The world scene also showed signs of transi- 
tion. The Iranian crisis is a reminder of the 
inherent instability of some of the largest en- 
ergy supply sources of the industrialized 
world. One of its first effects was to contribute, 
among other factors, to the sizable increases 
of OPEC prices announced in December, end- 
ing several years of moderation. 


* * * * 


All these events and conflicting trends af- 
fected TOTALs performance in diverging ways 
and at different times during the year. The end 
result, reflected in the financial statements, is a 
continued increase in cash flow and earnings. 
Cash flow, or “funds provided by operations,” 
continues to be the most significant yardstick 
of our performance. It is the best measure of 
the return on past investments, and of our abil- 
ity to pursue our major goal: profitable rein- 
vestment in order to increase real share- 
holders’ equity. 


Funds provided by operations were 
$49,799,000, up 20% from $41,657,000 in 
1977. Net income was $16,816,000, versus 
$14,964,000 in 1977. Net income per share 
declined slightly from $1.17 in 1977 to $1.14 in 
1978 as shares outstanding were increased 
during the year primarily because of the issu- 
ance of 2,500,000 additional common shares. 


The “year of transition” is best illustrated by the 
disparity between the results of the two half- 
years: 


Funds Provided by Operations ($ million) 


Percent 

1977 1978 Difference 
Tstialts wee 22.08 ie —25% 
2nd Halt, =e. ae 18.9955 Sent +73% 
Full Year eae ee 41.7 498 +20% 


The first half of 1978 was affected by low gas- 
oline margins, delay in acquiring the Arkansas 
City refinery until April 1, and start-up prob- 
lems of the expanded Alma refinery units. The 
second half-year benefited from the two refin- 
eries working at full capacity, which gave us 
increased leverage from the sharply improved 


gasoline margins. Cash flow from oil and gas 
production was stable throughout the year and 
increased moderately over 1977, in spite of 
natural gas sales curtailments in Canada. 


For more details about the analysis of the 1978 
operations and results, we refer you to the 
Operations sections of this report and to the 
financial review. 


In spite of the fluctuations of our cash flow, 
capital expenditures continued as planned, 
albeit at an increasing pace. In addition to the 
acquisition of the Arkansas City refinery, capi- 
tal expenditures totaled $49.5 million in 1978, 
well in excess of the $40.3 million expended in 
1977 and in excess of the originally budgeted 
amounts. This reflects increased participation 
in land acquisitions in the Elmworth area of 
Alberta to follow-up on the discoveries made 
during the year. Eighty percent of the total 
amount of capital outlays were devoted to ex- 
ploration and production. Our plans for 1979 
call for a further increase in capital expendi- 
tures, reflecting the continuation of our explo- 
ration efforts and the initiation of the $14 million 
upgrading program of the Arkansas City refin- 
ery. 


TOTAULs financial structure was improved dur- 
ing 1978 by the sale of 2.5 million common 
shares, which netted $22.5 million and en- 
abled us to reduce the amount of debt incur- 
red for the Apco acquisition. In spite of the 
dilution resulting from the approximately 20% 
increase in number of shares outstanding, the 
market price of our shares continued a steady 
upward trend throughout the year. Another im- 
provement of our financial structure took place 
when we called the Series A preferred shares 
for redemption, which resulted in the con- 
version of approximately 1.1 million preferred 
shares into 2.2 million common shares. These 
two steps reinforced and simplified our capital 
structure, and thereby enhanced our flexibility 
for future acquisitions. 


We believe that our performance in 1979 
should be more a reflection of the second half 
of 1978 than of the first half, subject to a num- 
ber of factors which we will briefly review. 


Our cash flow producing assets, Canadian 
and U.S. producing properties and U.S. refin- 
eries, are in good condition and capable of 
delivering their essential products to the con- 
Suming public at competitive costs. A signifi- 
cant ingredient of our competitiveness is the 
professional caliber and the dedication of our 
staff, which has grown in size, stature and 
experience along with the Company’s growth 
and through the challenge of our successive 


acquisitions, most notably the Apco acquisi- 
tion. 


Given an undistorted economic and regula- 
tory environment, we should be able to main- 
tain and improve the cash flow generated by 
our existing assets. However, major uncertain- 
ties and constraints exist in this early part of 
1979: 


* How long and deep will be the effects of the 
Iranian crisis on crude oil Supply and prices? 


¢ How long will price controls on gasoline in the 
U.S. constrain the ability of refiners to meet 
future unleaded gasoline demand? 


* How long will the curtailments of natural gas 
sales in Canada last? 


We formulate our questions with “How long?” 
because we are confident that in the long run, 
economic forces and the needs of consumers 
and producers will eventually remove the con- 
straints. It is because of such confidence that 
we will continue to press forward with the ex- 
pansion of our assets as producers and sup- 
pliers of energy on the North American 
continent. 


At the moment, the major thrust of this long- 
term effort is the stepping-up of our activities to 
establish oil and gas reserves primarily in the 
Elmworth area, and also in other areas of west- 
ern Canada and the United States. 


Growth through selected acquisitions con- 
tinues to be a major goal, reinforced by the 
experience gained from our recent acquisi- 
tions. 


* * * * 


One of our long-time Directors, F. Campbell 
Cope, Q.C., of Montreal, elected to retire on 
November 30, 1978 after fourteen years of ser- 
vice. We express our appreciation to Mr. Cope 
for contributing his vast knowledge of Cana- 
dian law, as well as his kindness and his practi- 
cal wisdom, to TOTALs Board over a large 
span of the Company's history. 


We wish to express our gratitude to our share- 
holders for the confidence they have demon- 
strated throughout 1978, and pledge to 
continue to work diligently to make their invest- 
ment in TOTAL very rewarding. 


On behalf of the Board of Directors, 


Philippe Dunoyer, President 


TOTALs exploration and production opera- 

tions presented three central aspects during 

1978: 

® continued substantial exploratory success 
in the Elmworth area of Alberta; 

® a paradoxical situation of production stag- 
nation in Canada during a time when signifi- 
cant reserve additions are occurring; and 

@ a gradual shift of direction in our U.S. explo- 
ration efforts. 


Cash flow from production was $33.6 million, 
up only 5% from $32 million in 1977. The small 
increase primarily reflects price increases, as 


: Explor ation production volumes were slightly lower than 


IRAE 


Capital expenditures for exploration and de- 
velopment were $41.5 million, up from $27.1 
million in 1977. This significant increase re- 
flects a higher level of exploration activity in 
both the U.S. and Canada; in particular, in- 
creased participation in land acquisitions in 
the Elmworth area of Alberta. 


CANADA 


TOTALs exploratory efforts in 1978 were high- 
lighted by continued success in the Elmworth 
area of western Alberta. The majority of our 
Canadian exploration activity during the year 
was focused in this area where we currently 
hold interests in approximately 202,000 gross 
acres. Percentage interests vary widely from 
section to section but average close to 50%. A 
map of a portion of the Elmworth area, indicat- 
ing TOTALs land holdings and drilling activity, 
is shown on page 7 of this report. 


The industry’s initial discovery in the Elmworth 
area was made in 1976. At that time, TOTAL 
already held interests in approximately 
100,000 gross acres, acquired in the late 
1960’s at low cost. TOTAL first successful well 
in the area was drilled in mid-1977. Throughout 
1977 and 1978, the Elmworth area developed 
into a major gas play. Then, late in 1978, TOTAL 
discovered oil in the Triassic Halfway formation 
in the northeastern portion of its acreage. By 
year-end, the Company had completed two 
commercial oil wells. A third well was sus- 
pended and does not appear to be commer- 
cial. TOTALS discovery of oil has added a new 
dimension to the continuing development of 
this exploratory play. It is premature to esti- 
mate the potential of these oil discoveries as 
extensive drilling and testing will be required. 
The Company will devote substantial effort 
and funds during 1979 to more clearly define 
‘the areal extent and reserve potential of this 
oil- prone area. Production from the new oil 
wells will start during the first quarter of 1979. 


Drilling rig on site in the 
Elmworth area of Alberta 


A very favorable characteristic of the Elmworth 
play is that it has multiple potential pay zones 
in a number of different geologic horizons. A 
cross sectional sketch of the main potential 
zones is included in this report, Deeper pros- 
pects in Paleozoic formations have been iden- 
tified through seismic but have not yet been 
drilled. To date, the Falher sands appear to be 
the major gas producing zone. In general, 
wells are drilled to a depth of 7,000 to 10,000 
feet. Since the inception of our activity in the 
Elmworth area in mid-1977, the Company has 
participated in the drilling of 26 wells which 
has resulted in 15 gas wells and 2 oil wells by 
year-end 1978. 


The Company added 23 billion cubic feet of 
gas and 683,000 barrels of oil to its proved 
reserves from the Elmworth area during 1978. 
A report by an independent engineering firm, 
which the Company engaged to evaluate the 
potential of its Elmworth acreage, confirmed 
the preliminary assumption that the Com- 
pany’s Canadian gas reserves could even- 
tually be at least doubled as a result of 
Elmworth gas. 


In addition to our activity during 1978 in the 
Elmworth area, we also participated in a num- 
ber of successful wells in other areas of Can- 
ada, mainly Alberta. The most significant of 
these were in the Winifred, Philcan, Red Earth 
and Liege River areas. We intend to pursue an 
active exploration program in these and other 
promising areas. 


We are also active in a few longer-range ven- 
tures such as the experimental heavy oil proj- 
ect at North Battleford, Saskatchewan. This 
project involves the recovery of heavy oil 
through the utilization of steam injection. 
TOTAL is a one-third partner in the venture. The 
operation was expanded and winterized dur- 
ing 1978 and is now producing year-round. 
While the project is not yet economic, progress 
continues to be made in reducing the cost of 
the oil produced. 


In offshore Labrador, one unsuccessful well 
was drilled in 1978 by the group of companies 
in which TOTAL holds a 5% interest. The Com- 
pany has decided to reduce its exposure in 
this high-risk, long-term venture. A farmout 
agreement was signed early in 1979 which will 
allow the 1979 drilling program to be con- 
ducted at no cost to TOTAL. If the terms of the 
farmout agreement are satisfied, our interest in 
the Labrador Group will be reduced to 3.5% 
after the completion of the 1979 campaign. 


In the Beaufort Sea, TOTAL and partners an- 
nounced a farmout to Dome Petroleum Limited 
last spring of a block of Federal Canadian 
offshore permits covering approximately 
468,000 gross acres. Dome will drill a test well, 
at its cost, to earn a 35% interest in the block 
and has the right to increase its interest to 50% 
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by drilling an additional well. If both wells are 
drilled, TOTALs interest in the block will be 
reduced from 30% to 15%. It is expected that 
the drilling of the first well will commence this 
summer. 


Production of crude oil and, more particularly, 
natural gas in Canada presents a paradoxical 
situation. As a result of new and promising 
exploratory plays, such as the Elmworth area, 
material additions are being made to hydro- 
carbon reserves in Canada. Conversely, mar- 
kets for oil and gas production are being 
severely limited, primarily as a result of govern- 


15 14 13 12 11 10 . 
ech ae ‘ 
Sl a i 


108) 
(= 
= 
= 
=> 
a) 
< 
Oo 


D c B A 
BRITISH COLUMBIA 
93-P 
© L J | 


ALBERTA 


Area of Detail 


Grande Prairie 


ELMWORTH AREA 


Total Petroleum Land 

Holdings 

@ At June 30, 1977 

® Acquired June 30, 1977 to 
December 31, 1978 

% Gas Well 

@ Oil Well 

S Suspended 

Abandoned 

O Drilling or Location 


10) 3 6 se) 12 Miles 


= | 


Ss 
Edmonton 


PRODUCTION STATISTICS 


1978 1977 
Crude Oil Production Revenue Revenue 
(before royalties) Bbis. BPD per Bbl. (i) Bbis. BPD per Bbl. (i) 
Canacdaretencn i pests.) oo oar ae 2,019,844 5,534 $12.17 1,928,618 5,284 $10.38 
UME SIGIGS gn bo ob oo Oe 1,578,167 4,324 $11.29 1,627,932 4,460 $10.48 
“JOA agate Ne 0 feed et AL 3,598,011 9,858 3,556,550 9,744 
1978 1977 
Natural Gas Sales Revenue Revenue 
(before royalties) MCF MCFPD per MCF (i) MCF MCFPD per MCF (i) 
Camacdale merge eh nt poe cnn whe ts, ct 6,799,542 18,629 $1.66 6,876,228 18,839 $1.39 
UHiteaEStateS aan cn cet to oe 8,505,119 23,302 $1.50 9,318,672 25561 $1.34 
lotal. Bee eete oh ee se 15,304,661 41,931 16,194,900 44,370 


(i) Average revenue per barrel or MCF, before royalties, stated in Canadian dollars for Canadian production and in U.S. dollars for U.S. production. if 
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mental policies of phasing-down oil exports 
and limiting gas exports. TOTALs production 
of crude oil in Canada during 1978 was up only 
4.7% over 1977 while gas sales declined by 
1.1%. These production results occurred de- 
spite the approximately 10% additional pro- 
duction capacity added late in 1977 when the 
Company purchased Apco Oil Corporation's 
Canadian oil and gas producing reserves. 


Future crude oil production is expected to re- 
main near current levels because of the Cana- 
dian government's policy of limiting produc- 
tion to domestic needs. The future for produc- 
tion of natural gas appears somewhat more 
promising than for oil, but is largely dependent 
on government policy. As the wave of gas 
discoveries in western Canada has occurred, 
pressure has increased for a revision of the 
government's gas export policy. Hearings 
were held by the National Energy Board (NEB) 
during late 1978 to reconsider gas exports. 
The NEB’s report was recently released. While 
the report recommends only limited additional 
export quantities, it is a step in the right direc- 
tion. It is significant to note that the NEB report 
considered very limited natural gas reserves 
in the Elmworth area. Hopefully, as the poten- 
tially vast reserves of this area are proved by 
the industry, the government will consider fur- 
ther increases of export volumes. TOTAL, al- 
ong with the rest of the industry, has large 
amounts of “shut-in” gas producing capacity 
and potentially vast amounts of new reserves 
to be proved by drilling. Expanded markets for 
this capacity must be developed in order to 
generate the required capital for future explo- 
ration investments. 


Another factor important to future Canadian 
production which is also dependent upon gov- 
ernmental policy is that of oil and gas pricing. 
TOTALs average unit revenue received for 
crude oil and natural gas increased 17.2% and 
19.4% respectively from 1977 to 1978. These 
increases reflect the government's policy of 
gradual escalation of oil and gas prices to 
world levels which has been in effect during 
the past several years. Even though revenues 
are reduced by high Provincial royalties (ap- 
proximately 40% of total revenue), the in- 
creases have been effective in stimulating 
increased exploration investments. The gov- 
ernment’s pricing policy is now undergoing 
change. The January 1, 1979 oil price increase 
was postponed. Oil prices will be allowed to 
increase again on July 1, 1979, but the ques- 
tion of natural gas prices and their relationship 
to oil prices is still open. Early resolution of the 
pricing issue is important, as is the expansion 
of natural gas markets, to restoring the climate 
of stability and optimism which has had such a 
beneficial effect on the Canadian petroleum 
industry in recent years. 


Our remaining oil reserves in Canada at year- 
end were 26.71 million barrels compared with 
28.18 million barrels at year-end 1977. Natural 


gas reserves were 213.94 billion cubic feet at 
the end of 1978 compared to 190.39 billion 
cubic feet at year-end 1977. The decline in oil 
reserves reflects the absence of any sizable oil 
discoveries while the increase in natural gas 
reserves primarily reflects proved reserves 
added by our successes in the Elmworth area. 
At current rates of production, the year-end 
reserves represent approximately 13 years of 
oil production and approximately 32 years of 
gas production. 


UNITED STATES 


A gradual shift in direction is taking place in 
TOTALs U.S. exploration efforts. Increasing 
finding costs have led management to recon- 
sider its exploration objectives, make a more 
severe selection of its existing acreage and 
gradually shift emphasis to higher potential 
prospects. In order to concentrate on these 
revised objectives with maximum effective- 
ness, the decision was made to discontinue 
the sale of public drilling programs and to 
consolidate the exploration and production 
staffs of TOTAL and Hanover Petroleum Cor- 
poration into one organization, headquartered 
in Houston. The management activities of 
Hanover related to public drilling programs, 
which it structured, sold and managed, will be 
phased-out over a period of time. 


Another indication of changing emphasis, is 
the decision to reduce the Company’s explora- 
tion in Michigan. TOTAL first achieved explora- 
tion success in Michigan in 1971. Since that 
time, Michigan exploration results have made 
a material contribution to the Company’s U.S. 


DRILLING ACTIVITY 


1978 1977 
Exploratory Wells Gross Net Gross Net 
Canada 
Ol a nec ae 3 1.83 S 1.16 
GaSwenet ee ee Ve 4.75 15 4.11 
Dry/Suspended . 28 8.72 24 7.89 
48 15.30 42 13.16 
United States 
(Oils eras eee. i 1.34 15 1.86 
(Gas wieee nto ar a: 8 2.02 9 1.69 
Dry/Suspended . SOmecine4 58} _ NOB 
71. 24.70 i Ney 
Total Exploratory 
WellSaamiamecmie nae 119 40.00 119 27.08 
Development Wells 
Canada 
Oe eee eee = = _ - 
Gasin i ecns _ = 2 1.50 
Dry/Suspended_ . = = = - 
= = 2 1.50 
United States 
Ol) cae eee: 21 5.10 54 AS 
Gass se wae 31 3.50 18 82 
Dry/Suspended . 31 5.00 44 6.40 
Somao0 116 14.35 
Total Development 
WEIS - so Poot ee 83 13.60 lilt) alesis) 
Total Wells 202 53.60 237 42.93 
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production cash flow. Through 1978, TOTAL 
had expended $31.6 million in Michigan explo- 
ration and development. Our independent en- 
gineers estimate that we have developed 6 
million equivalent barrels of oil and gas with 
past and future net revenue of $59 million, an 
attractive return on the investment. A few oil 
and gas producing Niagaran reefs probably 
remain to be discovered but the finding cost of 
these increasingly smaller fields is rising faster 
than the value of the oil or gas discovered. 
Farmout agreements are currently being ne- 
gotiated, covering a large part of our interests 
in Michigan, in which TOTAL would retain a 
royalty on any discoveries made by the farmee 
without being exposed to the financial risks 
involved. 


TOTALs current U.S. exploratory areas of most 
interest are located mainly in the Southwest 
and in the Rocky Mountain areas. On the Gulf 
Coast, good exploratory success has been 
experienced in the Umbrella Point and West 
Hannah Reef areas of Galveston Bay in Texas 
where TOTAL has a relatively concentrated 
acreage position. Approximately 3.3 million 
cubic feet per day have been added to the 
Company's U.S. natural gas production from 
successful wells in this area. Four additional 
development wells are to be drilled during 
1979. A map of the Galveston Bay area is 
shown on page 11 of this report. 


Very little activity took place during 1978 in 
Block 755 in the South Texas offshore waters 
where TOTAL has a 10% working interest. A 
gas discovery was made in this Block in early 
1977. The decision was made in early 1979 to 
develop this field by building an offshore pro- 
duction platform, scheduled to start operating 
in 1981. 


Limited oil production was developed during 
1978 from exploratory activity in the East 
Leedy, Custer City and West el Reno areas of 
Oklahoma. Additional development drilling is 
scheduled for these areas in 1979. We are also 
considering future exploration in the deep 
Hunton play. 


Properties, acquired during the past years by 
Hanover, in the Williston Basin of the Rocky 
Mountains continue to be developed and hold 
good potential for further exploration. A large 
block of acreage in Utah, with possible long- 
term potential, is being explored by farmout to 
others. In the Overthrust Belt in Wyoming, 


TOTAL has a 50% interest in 10,000 acres. 
Initial seismic testing on this acreage has been 
encouraging. More seismic data will be ac- 
cumulated during 1979 and drilling could com- 
mence in the spring of 1980. 


TOTALS U.S. oil production declined 3.1% in 
1978 from 1977. Natural gas sales declined 
8.7%. The decline in production volumes was 
offset by price increases, resulting in essen- 
tially the same amount of cash flow from pro- 
duction as in 1977. The average unit revenue 
received for crude oil during 1978 increased 
7.7% over 1977, primarily reflecting price in- 
creases allowed by governmental regulations. 
Average unit revenue received for natural gas 
increased by 11.9% over 1977. Nearly all of the 
Company’s gas sales are contract sales in 
intrastate markets. The increase in unit reve- 
nue generally reflects contract price in- 
creases. The Natural Gas Policy Act of 1978 
will have no significant impact on gas prices 
received by TOTAL. 


Our remaining oil reserves in the U.S. at year- 
end were 7.24 million barrels compared with 
8.61 million barrels at year-end 1977. Natural 
gas reserves were 62.07 billion cubic feet at 
the end of 1978 compared to 59.86 billion cu- 
bic feet at year-end 1977. At current rates of 
production, oil reserves represent approx- 
imately 5 years of production. Gas reserves 
represent approximately 7 years of produc- 
tion. 


OUTLOOK 


In the U.S., we hope to see benefits from our 
shift in direction and reorganization efforts 
over the next few years. At the same time, we 
will continue to develop our already strong 
Canadian exploratory position. With a major 
position in the Elmworth area of western Al- 
berta, the outlook for continued success in 
Canada for 1979 and beyond is very promis- 
ing. 


Area of Detail 


Umbrella Point 


$ 


West Hannah Reef 


GALVESTON BAY AREA 


® Total Petroleum Land Holdings 
+t Producing Gas Well 


OWells on the 1 


0 


2 


979 Dril 
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CONSOLIDATED LAND HOLDINGS ON DECEMBER 31, 1978 


(Acres) 


British Columbia 
Alberta 
Saskatchewan 
Ontario 


Northwest Territories 


Arctic AAS re 
Labrador (Offshore) 


Canada 


Michigan 

Texas 

Louisiana ae 
Rocky Mountain Area 
All Other States 


United States 
Total 


Petroleum and 


Reservations, Permits 


Natural Gas Leases and Licenses Total 
= Gloss] SNet= 7 = Gross Net Gross Net 

473,570 158,038 243,571 65,010 TNE Va 223,048 
1,197,523 589,925 491,744 279,748 1,689,267 869,673 
78,522 26,372 = = 78,522 26,372 
43,366 21,683 = - 43,366 21,683 
82,111 54,972 1,041,684 327,765 1,123,795 382,737 
= = 37,782 3,230 37,782 3,230 
= — 24,936,387 1,246,819 24936387 1,246,819 
1,875,092 850,990 26,751,168 1,922,572 28,626,260 PAT (Thekta\ey 
422,790 229,720 = = 422,790 229,720 
367,916 59,730 = = 367,916 59,730 
51,390 3,887 = = 51,390 3,887 
1,353,080 288,662 - - 1,353,080 288,662 
205,973 50,508 = = 205,973 50,508 
2,401,149 632,507 = = 2,401,149 632,507 
4,276,241 1,483,497 26,751,168 1,922,572 31,027,409 3,406,069 
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As pointed out in the President’s letter to our 
shareholders, the major event during 1978 was 
the acquisition of the Arkansas City, 
Kansas refinery, associated pipelines and ter- 
minals, and related customers. The acquisi- 


tion more than doubled TOTALs refining 
capacity and expanded the Company’s mar- 
keting area to include fourteen Great Lakes 
and mid-continent states. The new operations 
have been efficiently integrated into TOTALs 
operations. The picture at the left is an aerial 
view of the Arkansas City refinery. A map on 
the inside back cover of this report provides a 
g graphic display of the Company’s expanded 


' i —. operations. 
and Marketin 


f 


The year evolved from an over-supply, low- 
margin market early in the year into a tight- 
supply, higher-margin market during the sec- 
ond half of the year, reflecting what we have 
stated many times; “refining and marketing 
margins and cash flow will always remain sub- 
ject to short-term upward or downward fluc- 
tuations, reflecting short-term supply/demand 
relationships.” Gross margins (average selling 
price of all products less average crude oil 
cost) increased 18.5% during the second half 
of the year over the first half and cash flow from 
refining and marketing was $22.8 million dur- 
ing the second half versus $7.3 million during 
the first six months. The cash flow total for the 
year of $30.1 million was up 71% from $17.6 
million in 1977. The new mid-continent opera- 
tion contributed heavily to this strong increase 
in cash flow as the additional volumes from the 
operation provided increased leverage during 
the second half of the year when margins were 
higher. 


REFINING 


As would be expected with the acquisition of a 
second refinery, volumetric results established 
new records. Crude runs were 26.5 million 
barrels for the year, including a modest quan- 
tity processed for our account by others. Other 
charge stocks processed, primarily gas liq- 
uids, raised total charge to 27.5 million barrels. 
This compares to the previous high of 15.3 
million barrels in 1977. The combined effect of 
the second refinery for nine months and the 
substantial improvement in gasoline yield at 
the Alma refinery, from completion of the $13 
million expansion program, resulted in gas- 
oline production being more than doubled 
compared to 1977. Gasoline production in 
1978 totalled 16.6 million barrels versus 8.1 
million barrels in 1977. 


TOTAL’s newly acquired 
Arkansas City, Kansas 
refinery 


Crude Oil Refined 


(Thousands of Barrels Per Day) 


100 


1974 1975 1976 


1977 1978 


Refinery Production 


(Millions of Barrels) 


1974 1975 1976 


® Gasoline 
@ Light Fuel Oils 
® Industrial Products 


14 


WA 


1978 


As mentioned, the $13 million expansion pro- 
gram at the Alma refinery was completed dur- 
ing the year. The primary objective of the 
project was to increase the yield of gasoline 
which is the highest sales value product. Even 
though several start-up problems were experi- 
enced, the following table shows that consid- 
erable improvement was made in refinery 
yields in 1978: 


Alma Refinery Yield Percentages 


1976 1977 1978 

Gasoline SOW, 52.9 60.9 

Distillate 28.9 Tp 29.6 

Other Products 15:5 14.2 Aen 
Refinery fuel and 

lOSSES Se Aha 4.9 Bie 4.8 

100.0 100.0 100.0 


Production of residual fuel and asphalt, which 
are lower sales value products, was virtually 
eliminated by the end of 1978. Yields in 1979 
should reflect further improvement. In addition 
to increasing gasoline production, the im- 
provement project has allowed the Alma refin- 
ery to comply with the federally mandated 
gasoline lead phase-down requirements and 
to increase production of lead-free gasoline in 
order to satisfy increasing market demand. 


The Board of Directors recently approved a 
$14 million expansion program for the Arkan- 
sas City refinery, similar to the one just com- 
pleted at Alma. Gasoline yield should be 
increased to approximately 70% from the cur- 
rent 63%. The refinery’s cracking capacity and 
alkylation capacity will be doubled. The first 
phase, resulting in a 30% increase in cracking 
capacity, should be completed by year-end 
1979 while the entire project is scheduled for 
completion one year later. 


Six labor agreements were successfully nego- 
tiated with bargaining units of the Oil, Chemi- 
cal and Atomic Workers International Union 
and the International Union of Operating Engi- 
neers, representing hourly employees 
throughout the Company's refining and supply 
operations. Economic settlements were within 
the federal government's wage guidelines and 
generally followed the national pattern estab- 
lished by the Oil, Chemical and Atomic Work- 
ers in the oil industry. The agreements are fora 
two-year period, but provide for wage re- 
openers by the second year. 


SUPPLY 


Securing adequate volumes of crude oil at the 
lowest possible cost, consistent with our refin- 
eries’ specifications, is a constant challenge. 
During most of 1978 when crude oil was abun- 
dant, our major challenge was arranging sup- 
plies from the various sources to minimize 
cost. Even though shortages have developed 
early in 1979 as a result of the Iranian crisis, 


TOTAL has been able to negotiate arrange- 
ments which secure supply for the first half of 
the year without resorting to the spot market or 
reducing refinery runs. While the rest of 1979 
will depend on the world supply situation, we 
are gratified that we started the year in a 
favorable position. 


The average cost of crude oil purchased in 
1978 increased 7.3% over 1977, generally re- 
flecting price increases of domestic crude oil 
allowed under governmental regulations and 
the changes in crude oil mix occurring after the 
purchase of the Arkansas City refinery. Crude 
oil costs in 1979 are expected to increase con- 
siderably more than during 1978 due to the 
already announced 1979 OPEC price in- 
creases (14.5% spread over the year) and be- 
cause of the tight world crude oil supply 
situation. About 40% of TOTAL’ crude oil sup- 
ply is foreign, most of which is traded at the 
Gulf Coast for domestic crude oil. This volume 
is directly exposed to the announced OPEC 
increase plus any other increases which might 
be decided later. In addition, the world situa- 
tion is placing increasing pressure on the U.S. 
government to accelerate increases in the 
price of domestic crude oil. 


A portion of the assets purchased from Apco 
Oil Corporation have provided improved flex- 
ibility for our constant quest for optimum crude 
oil supplies. TOTAL purchased full or partial 
ownership in various pipelines and product 
terminals as follows: 


Percentage 
Ownership 
Apco pipeline—a crude oil 
gathering network” = 3 eee 100 


Cush-Po pipeline—a crude oil line 
connecting Cushing, 
Oklahoma to Arkansas City, 


Kansas . 2.0. « Ree er 44 
Cherokee crude pipeline—a 

crude oil gathering system ...... 15 
Cherokee product pipeline— 

a product distribution system... . . 15 
Cherokee terminals—seven 

product terminals” 2). ecnss=se eee 33 
Salina product terminal 9) = eee 100 
Seaway pipeline—a major 

crude oil pipeline from the 

Gulf Coast to Cushing, Oklahoma . . . eC 


Ownership of these assets enhances our abil- 
ity to secure domestic crude oil supplies; sig- 
nificantly improves our access to foreign 
crude oil; provides a low-cost means of dis- 
tributing refined products over a large geo- 
graphic area; and provides a means of 
interchanging raw materials and refinery pro- 
duction surpluses between our two refineries. 
These advantages provide opportunities to 
minimize costs or maximize revenues, thereby 
increasing cash flow from operations. 


Construction during the 
Alma refinery expansion 
project 


Servicing one of the 
Company's new Apco 
brand customers 


Fueling one of the 
Company's transports used 
to supply stations in the 
Detroit area 


The Company markets 
under TOTAL, BEST and 
APCO brand identifications 
(Detroit's Renaissance 
Center in background of 
TOTAL station picture) 


Refined Product Sales 
(Millions of Gallons) 


1,200 
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MARKETING 


The Company's total sales volume in 1978 was 
1.24 billion gallons, an increase of 65% over 
1977. Sales from the new mid-continent opera- 
tions account for 61.6% of this increase while 
sales in our Michigan market increased 3.4% 
as predicted. Of significance, the 3.4% in- 
crease in Michigan represents an 11% in- 
crease in sales of gasoline and distillates, the 
highest sales value products, and a 54% de- 
crease in sales of industrial products. This 
large swing in product sales mix is in line with 
the changes in production which have taken 
place at the Alma refinery after the completion 
of the $13 million expansion program. Gas- 
oline and distillate sales for the Company’s 
entire operation in 1978 were 1.15 billion gal- 
lons, or 93% of the total sales volume. Sales of 
unleaded gasoline were 28.9% of all gasoline 
sales. This percentage has been growing 
rapidly since 1974, when it was 1.3%, reflect- 
ing the shift in fuel-type requirements resulting 
from new automobile standards. 


The highlight of the year was the successful 
assimilation of the Apco marketing operation, 
which became the Apco Division of TOTAL on 
April 1. Many of the Apco branded jobbers, to 


whom the bulk of the gasoline and distillate 
sales are made, had grown with that company. 
We are pleased that by the end of the year 99% 
of them had entered into medium-term dis- 
tributor agreements with TOTAL. This resulted 
largely from the dedication of the Apco staff 
who joined us and from our policy of maintain- 
ing the Apco brand image with as little disrup- 
tion as possible. During the first nine months of 
the Apco Division operation, sales volumes 
were in line with estimates and expenses were 
below forecasts. 


In Michigan, the conversion of company oper- 
ated bulk plants to operation by independent 
branded distributors was completed on 
schedule by year-end as was the program to 
convert 60% of the Detroit area retail network 
to self-service operation. Results at those ser- 
vice stations which have already been con- 
verted to self-service have been satisfactory. 
The efficiencies of self-service maximize com- 
pany profits, as well as attract consumers 
through lower prices. Most of the remainder of 
our Detroit retail network will be converted to 
self-service in 1979. 


One small cloud on the horizon for our retail 
marketing is the likely introduction of legisla- 


tion in Michigan which would prevent refiners 
from operating their own service stations. It is 
generally recognized by independent pe- 
troleum experts and the Federal Trade Com- 
mission that independent refiners, such as 
TOTAL, have been the innovators in improving 
the economics of retail service station opera- 
tions, thus preventing prices to the consumer 
from rising even more than they have. This 
proposal, which is intended to protect the spe- 
cial interests of service station dealers, most of 
whom are major branded, is clearly anti-com- 
petitive and anti-consumer. We are following 
this legislation very closely. 


OUTLOOK 


At this point, early in 1979, external factors 
seem to hold the key to near-term refining and 
marketing results. Most important is the world 
crude oil scene. If the tight supply situation 
continues for an extended period of time, 
rapidly accelerating prices and supply short- 
ages could result. Other external factors of 
continuing importance are U.S. government 
regulations affecting crude oil and gasoline 
prices. The growing disparities between world 
crude oil prices and various tiers of controlled 
U.S. crude oil prices not only run contrary to 


the goal of conservation through higher prices, 
but perpetuate distortions in the marketplace 
which are not completely corrected by the en- 
titlements program. As far as gasoline is con- 
cerned, recent changes in the pricing regula- 
tions (the so-called “tilt”) have provided some 
relief, but price and allocation controls must 
be eliminated if gasoline demand, with an in- 
creasing proportion of unleaded gasoline, is to 
be met in the 1980's by investments by our 
Company and the industry in general. 


We believe that our continuing efforts to up- 
grade our manufacturing facilities and stream- 
line our organization have placed our refining 
and marketing operation in a competitive posi- 
tion which should enable it to successfully 
adapt to changing external factors in 1979 and 
beyond. 


GASOLINE SALES VOLUMES 


(Millions of Gallons) 


1978 1977 
IMACHCrenAEM es a ¢ oe 6 5 5 6 0 oe SCS = 
Michigan Distributors. ....... . 332 326 
Company-operated stations ...... 177 _153 
844 _479 

Number of company-operated 
stations at year-end. .. 5... . . .— 194 isi} 
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Summary of Operations 


OPERATIONS 
Exploration and Production 


Crude oil and condensate (thousands of barrels) — 


Canada 


Proved reserves atyear-end .......... 


Production during year 
United States 


Proved reserves atyear-end .......... 


Production during year 
Natural gas (millions of cubic feet) — 
Canada 
Proved reserves at year-end 
Sales during year 
United States 
Proved reserves at year-end 
Sales during year 
Gross land holdings (thousands of acres) — 


CANADA Is SU A ee ee ne eg 


United States 
Net land holdings (thousands of acres) — 


Canad] Vier uccn Gere rte teh ce he nee 


United States 


Refining and Marketing 


Crude oil refined (thousands of barrels) ...... 


Manufactured gasoline (thousands of barrels) 
Refined product sales (thousands of barrels) 
Gasoline sales (thousands of barrels) 


Revenue Net Income 


(Millions of U.S. Dollars) 


600_ 60_ 

400_ 40 

200 20° 
0 0) 


1974 1975 1976 1977 1978 


® Sales of Refined Products 
B Sales of Crude Oil and Natural Gas 
& Other Income 


TOTAL. 


(Millions of U.S. Dollars) 


1974 1975 1976 1977 1978 


1978 1977 1976 
26,708 28,176 29,110 
2,020 1,929 1,937 
7240 8,614 9,390 
1,578 1,628 Hemi 
2IOISe 190,389 176,040 
6,800 6,876 6,202 
62,066 59 860 68,360 
8,505 9,319 7,379 
28,626 32,092 32,031 
2,401 2,641 Ps ey 7 
2,174 2,972 2,972 
633 728 792 
25,866 14,992 14,098 
16:573 8,119 265 
29,525 17,884 Niteane 
20,088 11,407 10,986 
Funds Provided 


by Operations 
(Millions of U.S. Dollars) 


0 
1974 1975 1976 1977 1978 


_ 1975 _ _ 1974 

29,409 SO 

2,044 2,237 

3,505 Rakes 

181 70 

lies 180,015 

5,418 Oiece 

26,696 17,290 

2,000 645 

32,566 33,531 

1,464 Hea KS) 

3,241 3,795 

508 409 

13,729 13,494 

Vines 6,568 

16,329 15,754 

10,094 9,066 

Capital 

Expenditures 


(Millions of U.S. Dollars) 


1974 1975 1976 1977 1978 


B® Exploration and Production 

@ Manufacturing, Supply and 
Transportation 

B Marketing and Administrative 


FINANCIAL 


(In Thousands of U.S. Dollars Except Per Share Amounts) 


Funds Provided by Operations (i) 
Exploration and Production ... 
Refining and Marketing 
Other income 


Unallocated administrative expenses 


Interest expense 
Income taxes (payable) refundable 


Summary of Earnings 
Revenue: 
Net sales of refined products and 
Net sales of crude oil, natural gas 
and other 
Other income, unallocated . . 


Costs and Expenses: 
Purchased crude oil, products 
and merchandise 
Operating, marketing and 
administrative — 
Exploration and Production. 
Refining and Marketing .. . 
Depreciation and depletion— 
Exploration and Production. 
Refining and Marketing .. . 
Unallocated administrative . . 
Interest 
Income taxes 


Net income 


Net income per share 


Capital Expenditures (ii) 

Exploration and Development: 
Acquisition of oil and gas rights 
Rentals 
Exploratory expenses 
Drilling 
Production and other equipment 
Producing properties 


Refining 
Supply and Transportation 
Marketing 
Administrative 


Total 


Financial Statistics 

(Long-term debt) + (long-term debt 
+ shareholders’ equity) 

Shareholders’ equity 

Shareholders’ equity per share (ili) 


other 


1978 1977 1976 
$ 33,632 $32,030 $ 24,736 
30,092 17,613 12,632 
1,792 1,241 1,351 
(1,795) (1,535) (1,079) 
(14,322) (7,392) (6,207) 
400 (300) 1,000 
$ 49.799 $41,657 $ 32,433 
$524,739 $306,698 $265,742 
44,779 41,530 31,625 
1,792 1,241 1,351 
_ 571,310 349,469 298,718 
418,488 240,338 211,110 
11,147 9,500 6,889 
76,159 48,747 42,000 
16,474 13,821 10,049 
6,109 3.272 3,848 
1,795 1,535 1,079 
14,322 7,392 6,207 
10,000 9,900 7,090 
554,494 334,505 288,272 
$ 16.816 $14,964  $ 10,446 
$1.14 cing $.82 
$11,030 $ 6383 $ 2,628 
1,200 1,636 1,534 
5,655 3,611 4,963 
19,391 11,447 13,881 
3,316 3,339 2,613 
868 639 2,045 
41,460 27,055 27,664 
4,144 11,140 3,912 
1,404 1,024 736 
1,740 684 1,238 
718 395 971 
$ 49.466 $40,298 $ 34521 
33 39 37 
$167,876 $131,017 = $117,144 
$10.90 $10.24 $8.95 


1975 1974 
$ 12,395 $ 8,976 
16,756 4,175 
TAT 1,408 
(1,074) (944) 
(3,109) (2,601) 

$ 25,685 $ 11,014 
$232,781 $207,527 
14,512 10,451 
717 1,408 
248,010 219,386 
177,442 168,925 
Da 1,475 
38,583 34,427 
4,996 4,621 
3,841 3,084 
1,074 944 
3,109 2,601 
7,850 1,441 
239,012 217,518 
$ 8,998 $ 1,868 
_$.70 $.10 

$ 4,510 $ 10,936 
1,199 935 
4,968 3,564 
5,932 3,055 
1,239 1,419 
2,000 = 
19,848 19,909 
1,635 1,734 
4,573 1,515 
1,331 1,149 
243 247 

$ 27,630 $ 24,554 
24 19 
$105,206 $ 97,054 
$7.82 $7.03 


(i) Net income plus income charges not affecting working capital in the year. Refer to Consolidated Statement of Changes in Financial Position for other sources and uses of 


funds. 


(ii) Excludes $47,611 related to the acquisition of Hanover Petroleum Corporation in 1976, and $9,850 and $48,025 related to the acquisition of certain assets from Apco Oil 


Corporation in 1977 and 1978, respectively. 


(iii) Shareholders’ equity in excess of par value of preferred shares divided by common shares outstanding at the end of the year. 


i) 


Financial 
Review 
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TOTAL’ net income for 1978 was $16,816,000, 
up from $14,964,000 in 1977. Net income per 
share declined slightly from $1.17 in 1977 to 
$1.14 in 1978 as shares outstanding were in- 
creased during the year (see Financial para- 
graph below). Factors which affected earnings 
in 1978 are analyzed in the Management Dis- 
cussion on the foilowing pages. 


Funds provided by operations, the most sig- 
nificant yardstick of our performance, in- 
creased 20 percent to $49,799,000 in 1978 
from $41,657,000 in 1977. Not only are such 
funds the basis of capital available for reinvest- 
ment for growth, but the ability to generate 
funds has a significant influence on the terms 
we may receive from lenders to finance expan- 
sion. 


A discussion of the Securities and Exchange 
Commission’s (SEC) proposed “reserve re- 
cognition accounting (RRA)’ method for oil 
and gas producing companies is included 
within this report. The RRA concept, or any 
Similar value-based accounting method, 
would revolutionize financial reporting. Cer- 
tain oil and gas reserve information and re- 
placement cost information, currently required 
to be filed with the SEC, is also presented. This 
information is indicative of the increasing 
scope of information that will be required in the 
future. 


MARKET INFORMATION 


Principal markets for the Company's Common 
shares (TPN) are the Toronto Stock Exchange 
in Canada and the American Stock Exchange 


FINANCIAL 


The primary goal of TOTALS financial policy is 
to maintain a flexible financing structure. The 
ability to borrow new funds at any time is the 
keystone of flexibility. To this end we “improved 
the balance sheet” by selling 2.5 million com- 
mon shares in May 1978 at $9.50 per share. 
The issue was oversubscribed, sold well and 
the shares have performed well in the market 
since their issuance. 


Flexibility is enhanced by simplicity. The Series 
A preferred shares were called for redemption 
in October and the call successfully caused 
conversion of 97% of the preferred shares into 
common shares. In addition to simplifying the 
capital structure, the conversion reduces cash 
dividend requirements. 


In line with our goal of maintaining a flexible 
financing structure, the Company's debt ratio 
has been improved. The ratio of debt to debt 
plus equity was 33 percent at the end of 1978 
compared with 39 percent at the end of 1977. 
Approximately half of the Company’s long- 
term debt is medium-term which is at favorable 
fixed interest rates. Committed lines of credit 
are more than adequate for 1979 cash require- 
ments, but as the year unfolds, and depending 
on how acquisition opportunities develop, 
long-term financing may be arranged. 


in the United States. The high and low sales 
prices of the Common shares during each 
quarterly period were as follows: 


Toronto Stock Quarter American Stock Quarter 
Exchange (Can.$) 1 2 3 4 Exchange (U.S.$) 1 2 3 4 
1977 Inite@ln 4 5. 838 9% 10% 13 1977 ime] oc « 8% 9% 10% 11% 
OM nS 6% 6% 8¥g 8% EO Wane 5ke 66% )6=60L7TRCOT SH 
1978 In| 5 2 « 13% 13 16% 18% 1978 mC oa 11% 11% 14% 15% 
LOW? on se 10 9% 10% 11% OW ieee 8% 8% 9% 9% 


QUARTERLY RESULTS 


The following Summarizes certain quarterly 
financial information for 1978 and 1977 (in 


thousands of U.S. dollars except per share 
amounts): 


Quarter Ended 


March June September December 
Sil 30 30 31 Total 

1978 
REVERUGH aire cnbad nmerauerne one ie tae $88,345 $148,204 $159,266 $175,495 sto 11 Sh 
Provision for income 

taAXGSH Tae We cheee at pe ee: 1,500 1,300 3,550 3,650 10,000 
NetinCOMme:s “a..8e aac eie cenit eee 2,286 2,446 4,809 Wo 2US 16,816 
Net income per share ........ 18 16 88} 46 1.14 
1977 
REVENUG. key Cee ee oe ee $81,358 $ 84,271 $ 89,489 $ 94,351 $349,469 
Provision for income 

taxeSi Siesta ae ee ee ee 2,470 3,680 2,250 1,500 9,900 
NeiInCOme aaa arsenate 3,562 4,412 3,787 3,203 14,964 
Net income pershare ........ 28 84 80 25 Wee 


MANAGEMENT DISCUSSION AND 
ANALYSIS 


The following discussion includes a brief de- 
scription of significant factors affecting the 
Company's operating results. The Summary of 
Operations appearing on pages 18 and 19 of 
this report provides operating and financial 
information for the last five years and should 
be read in conjunction with this discussion. 


The Company has two operating divisions— 
exploration and production operates in Can- 
ada and the United States, and refining and 
marketing operates in the United States. The 
Summary of Operations presents funds 
provided by operations and a summary of earn- 
ings with details for amounts directly at- 
tributable to the divisions. Certain administra- 


Funds provided by operations in 1976 
Increase (decrease) in 1977 due to: 


tive expenses and certain amounts included in 
the other income account are incurred at the 
corporate level and, accordingly, are not allo- 
cated to the divisions. Interest and income tax 
expenses are also not allocated. 


Exploration and Production 


Funds provided by operations of the explora- 
tion and production division increased in each 
of the five years presented in the Summary. 
Operating funds increased sharply in 1976 as 
a result of the acquisition of Hanover Pe- 
troleum Corporation on April 30. Excluding the 
sales quantity effect of the addition of Hanover, 
increasing sales prices have been the primary 
reason for the rising trend of funds provided by 
the exploration and production operations. 


The following table is an analysis of the in- 
creases in funds provided by the exploration 
and production operations in the two most re- 
cent years (in thousands of U.S. dollars): 


Increased sales revenues (net of royalties) due to — 


Sales quantities 
Sales prices 
Other income 


Increased operating and 
administrative expenses 


Total increase 


Funds provided by operations in 1977 
Increase (decrease) in 1978 due to: 


a!) Bye @isleyetmye; Verte ete” tee 


Increased sales revenues (net of royalties) due to — 


Sales quantities 
Sales prices 
Other income 


Increased operating and 
administrative expenses 


Total increase 


Funds provided by operations in 1978 


Sales quantities in Canada and the U.S., ex- 
cluding the acquisition effect of Hanover, have 
been fairly constant during 1976 through 1978. 
In the U.S., increases from new production 
have offset declines in older production. In 
Canada, the Company has productive capac- 
ity materially in excess of present production 
rates, but production volumes have been rela- 
tively constant primarily due to governmental 
policies of crude oil proration and limits on 
exports of natural gas. 


Selling prices in both Canada and the U.S. 
have increased over the period analyzed in the 
above table. In early 1977, the Canadian 


Canada WES) Total 

al, to Sol ete w ih $12,859 $24 736 

rae 329 5,002 53311 

eae 2224 2,220 4,441 
eee == 133 ies 
21550 7350 9,905 
Nhe ee (381) (2,230) (2,611) 
ed 2,169 5ali25 7,294 
Teak 14,046 17,984 32,030 
Cunha 458 (948) (490) 
San Pare ied, 2,090 SCr7, 
ees 202 (340) (138) 
1,987 1,262 3,249 
RE ah cate: (154) (1,493) (1,647) 
AG ea 1,833 (Zom) 1,602 
Soe eee $15,879 Ser os $33,632 


federal government announced its intention to 
allow the wellhead price of crude oil to in- 
crease $1.00 (Can.) per barrel on each July 1st 
and January 1st until January 1, 1979. With the 
exception of the January 1, 1979 increase, 
these increases were implemented. Natural 
gas prices have been allowed to increase in 
line with crude oil prices. Though oil and gas 
producers have received only a portion of the 
benefits from the price increases due to in- 
creased royalties and taxes payable to the 
provincial and federal governments, the in- 
creases have generated significant additional 
funds. Government pricing policy in Canada is 
currently changing. The $1.00 (Can.) crude oil 
increase which was postponed on January 1, 


Geological study and 
interpretation is required 
before the exploration 
cycle is completed with 
a producing well 
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Constant lab testing and 
analysis is required to 
maintain high product 
quality standards 


Climbing—a necessity for 
refinery workers 
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1979 will now be allowed on July 1, 1979. The 
issue of natural gas pricing in relation to oil has 
been reopened. 


In the U.S., crude oil prices have increased as 
allowed by federal government regulations. A 
majority of the Company's U.S. natural gas 
production is subject to sales contracts in in- 
trastate markets. Prices have increased as al- 
lowed by escalation provisions in the agree- 
ments and as contracts expire. 


Depreciation and depletion attributable to the 
exploration and production division increased 
by $2,653,000 and $3,772,000 in 1978 and 
1977, respectively. This expense increases as 
production quantities and capital costs in- 
crease. Depletion expense also is affected by 
the higher cost to find and develop mineral 
reserves. Depletion expense for 1978 was re- 
corded at $2.67 per equivalent barrel of pro- 
duction. The 1977 rate was $2.28. This rate is 
computed by dividing proved reserves into the 
accumulated undepleted cost of exploration, 
development and reserve acquisitions. Natu- 


ral gas reserves are included in the calcula- 
tions by converting cubic feet to oil barrel 
equivalents based on their relative sales 
values. 


Refining and Marketing 


Funds provided by refining and marketing op- 
erations have varied significantly over the 
years, principally because of changing mar- 
gins, and reached a new record level in 1978 
because of increased volumes related to the 
acquisition of the Arkansas City, Kansas refin- 
ery and favorable margins in the second half of 
the year. Costs of crude oil and other merchan- 
dise have steadily increased during the last 
five years. Market conditions for refined prod- 
ucts have fluctuated reflecting short-term vari- 
ations in supply/demand relationships and the 
effects of extensive government regulation. 


The following table provides details of the in- 
crease in funds provided by the refining and 
marketing division for 1977 and 1978 (in thou- 
sands of U.S. dollars): 


Funds provided by operations in 1976 ~ => se.) ayaa $ 12632 
Increase (decrease) in 1977 due to: 
Increased revenues— 
Sales increases due to: 
Sales quantities. .< 2. 2. © 2 5 pee ee 9,217 
Sales priceS:  e@.Nuie » a le a4 ee ee 32,446 
Other income decrease... 2... . & 00) eee (707) 
40,956 
Increased cost of purchased crude oil, products and merchandise due to— 
Purchase quantities. «<< "5 .< 2 ag) ee (3,492) 
Purchase ‘prices! 0 4 © 5 2... os 2 ee (25,736) 
29,228) 
Increased operating, marketing and administrative expenses ....... 6,747) 
Total increase =) a. nk 2 ke Se Oo 4,981 
Funds provided by operations in 197, 2 ne a ere 1613 
Increase (decrease) in 1978 due to: 
Increased revenues— 
Sales in new marketing area 
(based on average 1977 Michigan prices) due to: 
Sales. quantities 74, ...0) 202. 6! «4 eee 176,719 
Sales pric6S > 6 se a ce te —_ 8,000 
184,719 
Other sales increases due to: 
sales’ quantities <.-. 2 4855. . 2 a, Oe ee ee 12,196 
Sales: prices’ “0. a ee Do 19,782 
Increase invother income= 3. ] 2ay 2.2 Sa ee 1,344 
218,041 
Increased cost of purchased crude oil, products and merchandise due to— 
Purchase GuaMtiIlieS “aoe. 2 yk 5 ee Oe ee ee (148,796) 
Purchase prices’ |. . f % . 2 ee (29,354) 
(178,150) 
Increased operating, marketing and administrative expenses— 
Operating and marketing expenses directly related to new activities 
acquired \ «Se: oh ave eetlit weeps a ee (21,729) 
Other asseone bve My see “eg ae ee ee eer (5,683) 
eile) 
Total increase” <2 5 22 a Se eee 12,479 
Funds providediby operations mi976 "5 9. ee $ 30,092 


The increase in funds provided by operations 
in 1977 resulted from four basic operating im- 
provements. First, during 1977 the refinery op- 
erations began to reflect improved results from 
the $13 million refinery expansion program. 
The refinery yield of gasoline was increased 
over 1976, while the yields of asphalt and re- 
sidual fuel were decreased. Second, heating 
fuel margins (based on average crude oil 
cost), which improved during the winter of 
1976-1977, remained high throughout 1977. 
Third, the margin realized on products which 
the Company purchases and resells was 
greater in 1977 than in 1976. Fourth, continued 
operating improvements in the company-oper- 
ated service station network resulted in an in- 
crease in funds provided from this source in 
1977. 


The increase in funds generated from opera- 
tions in 1978 is primarily attributable to the 
additional sales resulting from the refinery ac- 
quisition on April 1, 1978, but also because of 
margin increases caused by continued yield 
improvement at the Alma refinery. The refinery 
continued to increase yields of higher-margin 
gasolines at the expense of lower-margin in- 
dustrial products. 


Operating, marketing and administrative ex- 
penses other than those related to acquired 
activities increased by 15% in 1978 and 16% in 
1977 compared to the previous year, respec- 
tively. Approximately one-half of the 1977 and 
one-fifth of the 1978 increases were caused by 
higher refinery fuel cost. Start-up problems 
related to the refinery expansion program con- 
tributed to the higher operating cost in 1978. 
Administrative expenses in 1978 include costs 
related to the refinery acquisition and related 
activities. 


Depreciation expense for refining and market- 
ing assets increased in 1978 because of the 
refinery acquisition and recent expansion pro- 
gram at the Alma refinery. 


General 


Interest expense rose sharply in 1978 due to 
the financing for the refinery acquisition and 
for additional working capital requirements. 
Since a portion of this financing was com- 
pleted in 1977, that year also included minor 
effects. Borrowings related to the mid-1976 
acquisition of Hanover Petroleum Corporation 
caused 1977 interest expense to be higher 
than 1976. 


Income tax expense tends to vary directly with 
net income before deduction for income tax 
expense. The Canadian effective tax rate de- 
creased in 1978 after a similar decrease in 
1977 from the 1976 rate. Investment tax credits 
in the United States increased in 1977 and 
1978. 


CRUDE OIL AND NATURAL GAS 
RESERVES 


The financial statements included in this re- 
port are prepared on the basis of the “full 
cost” method of accounting for the Com- 
pany’s oil and gas operations. This is one of 
two general methods followed by oil and gas 
producing companies, the other being “suc- 
cessful efforts.” Full cost and successful 
efforts differ primarily in the timing of write- 
offs of costs incurred in the exploration for 
and development of oil and gas reserves. 
Under both of these methods income is re- 
cognized when oil and gas is sold. Costs and 
revenues are recorded at actual transaction 
values at the date incurred. 


In August, 1978 the Securities and Exchange 
Commission (SEC) announced its solution to 
the long-standing controversy over which of 
these accounting methods is preferable and, 
therefore, should be required for all com- 
panies in the industry. The SEC found that 
neither of these historical cost accounting 
methods is adequate and intends to de- 
velop anew accounting method which it calls 
“reserve recognition accounting (RRA).” RRA 
discards the notion that the assets of an oil 
and gas producing company, its proved re- 
serves, should be measured by the historical 
cost to find and develop them. Instead, 
amounts based on present values of future 
net revenues are recorded as assets. The 
primary source of income under RRA is the 
change in the proved reserve values resulting 
from discoveries, revisions in estimates and 
theoretical interest on the investment. 


The RRA concept is considered sound by 
many, including the Company’s manage- 
ment, but presents difficult implementation 
problems. The method relies heavily upon 
estimates of total proved reserve quantities 
and year-by-year estimates of future produc- 
tion. The measurement of such reserves Is 
based on estimates subject to error because 
of a variety of uncertainties including those 
imposed by the natural environment under- 
ground and those resulting from governmen- 
tal actions and market conditions. Generally 
accepted accounting principles provide little, 
if any, framework for the measurement of the 
value of future production and measurement 
of changes in estimates. Although the SEC 
has proposed some general criteria, experi- 
mentation will surely disclose situations 
where variant procedures would yield more 
appropriate results. Another significant prob- 
lem is the need to design a financial reporting 
model that will present the financial informa- 
tion in the most meaningful way. While the 
accounting method ultimately adopted for the 
industry may vary from the SEC’s proposals, 
the Company’s management believes that a 
method which gives effect to the values of 
reserves at time of discovery will result from 
this effort. 
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Equipment maintenance is a 
continuous challenge in the 
refining business 


Servicing one of TOTAL'’s 
many Michigan customers 


24 


Recognizing these, and other implementa- 
tion problems, the SEC’s proposal provides 
for a period of at least three years before the 
method would be required for primary finan- 
cial statements. During this period the pro- 
posals would promote experimentation by 
requiring that certain information elementary 
to RRA be included in reports filed with the 
Commission, and later, as supplementary 
data in the financial statements. The following 
incorporates a portion of the information re- 
quired in filings with the SEC in the current 
year into this report. 


Reserve Quantities 


As previously stated, oil and gas reserves are 
based on estimates and are subject to sev- 
eral uncertainties. Accordingly, it is possible 
that the ultimate recovery of hydrocarbons 
from the reserves proved at December 31, 
1978 will be significantly different from the 
quantities estimated at that date. The follow- 
ing table presents the estimated quantities of 
proved oil and gas reserves at December 31, 
1977 and 1978 and details for changes in 
such quantities during the year. Natural gas 
liquids are combined with the crude oil quan- 
tities. The reserve quantities are before de- 
duction for royalties. Oil quantities are ex- 
pressed in millions of barrels. Gas quantities 
are stated in billions of cubic feet. 


Future Net Revenues 

Future net revenues from reserves proved at 
December 31, 1978 are estimated to be real- 
ized as follows (millions of U.S. dollars): 


United 
Canada States Total 
19/9 es, ee % 167 $ 22.0 & S8}.7/ 
1980 ere 16.4 alent BxB/5) 
198122 2. eee Wes 13.6 30.9 
1982 and beyond 224.0 64.1 288.1 
$274.4 $116.8 $391.2 


The amounts for estimated future net reve- 
nues from proved reserves are based on 
procedures specified by the SEC. In the cal- 
culations, prices and costs in effect at the end 
of 1978 were assumed to continue for all fu- 
ture periods except for price escalation provi- 
sions in sales contracts. Provision was made 
for estimated future development expendi- 
tures that will be required to produce the esti- 
mated reserves. No consideration was given 
to income taxes. The net revenue amounts 
related to Canadian reserves were translated 
to U.S. dollars at the exchange rate in effect at 
the end of the year. 


Proved developed and undeveloped reserves — 
Reserves at December 31, 1977 
Increase (decrease) in 1978 

due to: 
Revisions of previous estimates 
Extensions and discoveries 
Production 


Reserves at December 31, 1978 


Proved developed reserves included above at— 
December 31, 1977 
December 31, 1978 


Present Value of Estimated Future Net 
Revenues 


The present value of estimated future net 
revenues from proved reserves was 
$204,000,000 at December 31, 1978 as com- 
pared to $200,000,000 at December 31, 
1977. The net cost of exploration and produc- 
tion assets, including unproved properties, 
as shown in the accompanying financial 
statements was $199,721,000 and 
$175,761,000 at December 31, 1978 and 
1977, respectively. 


The present value amounts are based on the 
future net revenues estimated at the respec- 
tive dates pursuant to procedures described 
under “Future Net Revenues.” The future net 
revenues were discounted to their present 
value at the 10% rate specified by the SEC. 
The Company previously reported a higher 
value at December 31, 1977, which amount 


Canada United States Total 

Oil Gas Oil Gas Oil Gas 
28.18 190.39 8.61 59.86 86/9) e250'25 
(.13) 5.85 (.18) 1.74 (.31) 7.59 
68 24.50 39 8.97 OW 33.47 
(2.02) (6.80) (1.58) (8.50) (3.60) (15.30) 
26.71 213.94 7.24 62.07 33.95 276.01 
28.18 190.39 8.26 59.86 36.44 250.25 
26.71 213.94 6.88 61.94 33.59 275.88 


included discounting at 8%% (the Com- 
pany’s borrowing rate) rather than the 10% 
rate now required. These assumptions are 
not intended to result, and will not result, in an 
amount representing the current market 
value of the reserves. Nor does the amount 
represent management's best estimate of the 
present value of the stream of cash flows that 
will be realized. The calculation procedure is 
designed to require consistency of value data 
among companies to the extent of projections 
of future economic conditions and discount 
factor. 


REPLACEMENT COST 


Regulations of the Securities and Exchange 
Commission require the inclusion of certain 
replacement cost information in reports filed 
with the Commission. The Commission has 
warned, and the Company agrees, that the 


data presented below should not be inter- 
preted as showing the complete effect of infla- 
tion. Other factors which must be considered 
include holding gains and losses on monetary 
assets and liabilities, potential operating effi- 
ciencies resulting from the replacement facili- 
ties and the tax savings that might result from 
the replacement of all productive capacity. 


The Company believes that the calculations 
are based on reasonable assumptions and 
judgements as necessary to comply with the 
requirement, but that the resulting information 
should be viewed only as approximations usa- 
ble solely within the context presented. 


Replacement costs as defined by the SEC are 
intended to be management's estimate of the 
cost of replacing productive capacity and in- 
ventories on December 31, 1978 based on 
prices and conditions prevailing on that date. 
Such costs are not intended to reflect the cur- 
rent value of the assets or the cost to replace 
the specific assets in kind. While the informa- 
tion assumes a one-time replacement, actual 
replacement will occur over future periods and 
will probably be effected, if at all, in a manner 
different from the assumptions underlying this 
data. Future economic, regulatory and com- 
petitive conditions will affect the actual re- 
placement decisions. No prediction of such 
future conditions was attempted in compiling 
the current replacement costs. 


The following table presents the estimated re- 
placement cost of inventories and productive 
Capacity at December 31, 1978 and 1977 and 
the related depreciation accumulated at those 
dates and for the years then ended. The cost 
was determined by methods considered most 
appropriate for each functional type of asset. 
Price level indexes were only used in calculat- 
ing depreciation. Current environmental re- 
quirements were considered in all areas where 
the impact was significant. Historical cost infor- 
mation, presented for comparative purposes, 
is adjusted to exclude land, mineral resource 
assets and facilities which would not be re- 
placed under current conditions. Adjustment 
is also made to add non-capitalized financing 
leases. 
Millions of U.S. Dollars 


Historical Replacement 
cost cost 
1978 1977 1978 1977 
Inventories. . . .. S64" $22 $82 $38 
Productive capacity 
Reining hae. 4 & $87 $43 $325 $147 
Supply and 
transportation . . 27 18 89 33 
Marketing .... 17 1S 22 16 
O(N one arena = 4 6 6 
136 80 442 202 
Accumulated 
depreciation .. . Sih 31 149 102 
Net investment... $99 $49 $293 $100 


Depreciationexpense $ 7 $ 4 $21 $ 8 


| 


The replacement cost for refining capacity 
was derived from engineering estimates of the 
cost of a one-time replacement of the present 
facilities. The hypothetical refineries include 
Current technology and specifications best 
suited to the Company’s current needs. The 
replacement refineries would be different from 
the 1978 actual operations in several respects 
including the following approximations: 


1. 20% increase in crude oil throughput 
Capacity. 

2. 22% increase in total yield of salable 
products. 

3. 40% increase in yield of gasolines. 


It is not practical to accurately estimate the 
substantial financial benefits that would be re- 
alized from the operation of such facilities. The 
increase in overall capacity and, particularly, 
gasoline yield would allow the substitution of 
lower cost manufactured products for prod- 
ucts currently purchased from other refiners, 
virtually eliminating such purchases. The in- 
crease in total salable yield is directly related 
to increased energy efficiency and would re- 
sult in lower operating cost per barrel. 


The replacement costs for supply and trans- 
portation assets were based on engineering 
estimates for individual locations except that 
calculations prescribed by the Interstate Com- 
merce Commission for rate-making purposes 
were used for assets subject to regulation by 
that agency. The engineering estimate of cost 
to construct and equip a typical retail outlet 
was used for each marketing asset that would 
be replaced under current conditions. The re- 
placement cost of other assets, principally of- 
fice buildings and equipment and vehicles, 
was determined from engineering estimates 
and vendor price lists. 


The accumulated and 1978 and 1977 de- 
preciation were calculated using the ratio of 
the related historical cost amounts to the his- 
torical cost assets. Generally, this calculation 
was made on a composite basis for each 
physical location. Where the composite in- 
cluded significant assets acquired in different 
historical periods, price level indexes were 
used to develop a more appropriate relation- 
ship. 


The replacement cost of inventories does not 
consider the increased depreciation expense 
calculated under replacement cost of produc- 
tive capacity. Cost of purchased crude oil, 
products and merchandise generally reflects 
the replacement cost of inventories at the date 
of sale. 
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Total Petroleum (North America) Ltd. and Subsidiaries 


Year Ended December 31 


(U.S. Dollars) 
INCOME 1978 
Revenue: 
Net sales of refined products ......... $522,832,000 
Net sales of crude oilandnaturalgas ..... 44,533,000 


3,945,000 
571,310,000 


Other inGomes 2 oy ee 


Expenses: 
Purchased crude oil, products and merchandise 418,488,000 
Operating Se. See Sa ee eee 62,023,000 
Marketing and administrative ......... 27,078,000 
Depreciation and depletion .......... 22,583,000 
Interests “jchathe ts ee 14,322,000 
Income taxes scP-2) eo: Re ee 10,000,000 
554,494 000 
Netincomefortheyear ............ $ 16,816,000 
Netincomepershare.............. $1.14 
RETAINED EARNINGS 
Balance; beginning of year” <7. ane) eee $ 47,196,000 
Netincome forthe year 0... -ee nee eeeeee 16,816,000 
64,012,000 
Dividends: 
Series APreferredshares ........... (606,000) 
Common'sharess = 5! ee paren (1,700,000) 
Balance, end of yearn =. meant. ere $ 61,706,000 


1977 


$306, 135,000 
41,146,000 
2,188,000 


349,469,000 


240,338,000 
37,501,000 
22,281,000 
17,093,000 
7,392,000 
9,900,000 
334,505,000 

$ 14,964,000 


Sia 


$ 33,552,000 
14,964,000 


48,516,000 


(845,000) 
(475,000) 


$_47,196,000 


See Notes to Consolidated Financial Statements 


Consolidated 
Balance Sheet 


Total Petroleum (North America) Ltd. and Subsidiaries 


(U.S. Dollars) 
ASSETS 1978 
Current Assets: 
SES Ae ako, Mae | Cee me Seer a ae $ 10,173,000 
short-term: investments +. 4.0.5 2.2. . - 
Accounts and notes receivable, less allowance 
for doubtful accounts of $716,000 
GOT GAG2. O00 lie Gers eta. Sete 62,482,000 
Inventories of purchased crude oil and products 58,166,000 
Inventories of merchandise, materials 
ACE SUD ICG ma reel teats = fetes. caus aoe ete 5,946,000 
Prepaid expenses and other ......... 3,815,000 
140,582,000 
Short-Term Investments Held for Refinery 
ACQUISITION yeeros ek Gore Wen — 
Long-Term Receivables and Other Assets 4,226,000 
Property, Plant and Equipment, Net... . . 306,946,000 


LIABILITIES, DEFERRED CREDITS AND 
SHAREHOLDERS’ EQUITY 


Current Liabilities: 
AGCOUMS andenoles payable: 2.2.4 2.9. -: 
ACCIUCCMAXCSHNe a one! AN oes na ee 
Other accrued liabilities 
Current portion of long-term debt ....... 


Pong=Termibebt) 94-3 ane ee ee 


Deferred Credits: 
Deferred income tax provision ........ 
Deferred production income ......... 


Shareholders’ Equity: 
Capital Stock — 
Series A Preferred shares ......... 
CommMoncShares. Pau vewe oye rhyoeeees 
Contributed surplus 
REtAIneCkealMiNnGS si aan ot teens ete on Po ati 


Approved on Behalf of the Board: 


$451, 754,000 


$ 93,508,000 


5,286,000 
5,746,000 
9,280,000 


113,820,000 
83,848,000 


47,420,000 
38,790,000 


14,244,000 
91,926,000 
61,706,000 


167,876,000 


$451 ,754,000 


1977 


6 5,311,000 
11,247,000 


28,080,000 
18,351,000 


3,786,000 
6,464,000 
73,239,000 


40,000,000 
3,337,000 
234,614,000 


eee ee 


$351,190,000 


$ 37,285,000 
4,007,000 
4,088,000 
2,966,000 

48,346,000 


84,509,000 


37,020,000 
50,298,000 


23,929,000 
9,947,000 
49,945,000 
47,196,000 
131,017,000 
$351,190,000 


See Notes to Consolidated Financial Statements 


Director Director 
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Total Petroleum (North America) Ltd. and Subsidiaries 
(U.S. Dollars) 


Year Ended December 31 


1978 
Funds were provided by: 
Operations — 
Net income forthe year ......... . $ 16,816,000 
Income charges not affecting working capital 
in the year: 
Depreciation and depletion ...... . 22,583,000 
Deferred income taxes ........ . __ 10,400,000 
Total provided by operations ..... 49,799,000 
Short-term investments held for refinery 
ACQUISILION =: 4.5. eur ee eee 40,000,000 
Additional long-term borrowings ....... 25,300,000 
Proceeds from sales of future production 1,040,000 
Sales of properties = -2)21e see : 2,576,000 
Issuance of Common shares ........ . _ 46,278,000 
Total. funds provided’) 2 7a ae eee _ 164,993,000 
Funds were used for: 
Capital expenditures — 
Petroleum and natural gas interests and 
production equipment “52 i.e ase 41,460,000 
Refining, marketing and transportation 55,231,000 
Other 2a 3 22) ieee 800,000 
Long-term debt paid or reclassified to current 
liabilities: ar 2 Sesh 225 )icy see eee . 25,961,000 
Short-term investments held for refinery 
ACQUISITION a.3)<. Brest os Baie — 
DividendS<—.. 4.ie eee ee ee 2,306,000 
Conversion of Series A Preferred shares into 
Common ‘shares 50 ce eee 23,169,000 
Redemption of Series A Preferred shares .. . 760,000 
Reduction of deferred production income 12,424 000 
Other: -<2.4- ohn ee Seni ee ee 1,013,000 
Total funds°used: > 25025 eee 163,124,000 
Increase'in working capital” ee eee $1,869,000 
Changes in components of working capital: 
Working capital, beginning of year ....... $ 24,893,000 
Increase (decrease) in current assets: 
Cash and short-term investments ...... (6,385,000) 
Accounts and notes receivable ........ 34,402,000 
Inventories: .- <<... @weiieteceseeiiere a eee ae . 41,975,000 
Prepaid expenses and other ......... (2,649,000) 
__ 67,343,000 
(Increase) decrease in current liabilities: 
Accounts and notes payable ......... (56,223,000) 
Accrued taxes 2.3/8 ae, te eee (1,279,000) 
Other accrued liabilities” “= a eee (1,658,000) 
Current portion of long-term debt ....... (6,314,000) 
(65,474,000) 
Working cCapitalend of-year ise ner $ 26,762,000 


ae 


$ 14,964,000 


17,093,000 
9,600,000 
41,657,000 


51,055,000 
48,954,000 
2,415,000 
460,000 
144,541,000 


36,905,000 
12,848,000 
395,000 


36,125,000 


40,000,000 
1,320,000 


231,000 


107,000 
321,000 
128,252,000 
$_ 16,289,000 


$8,604,000 


7,223,000 
4,830,000 
2,833,000 
501,000 
15,387,000 


(3,471,000) 
345,000 
(2,846,000) 
6,874,000 
902,000 


$24,893,000 


See Notes to Consolidated Financial Statements 


Notes to Consolidated 
Financial Statements 


1. ACCOUNTING POLICIES 

The significant accounting policies followed by the Com- 
pany and its subsidiaries are presented here to assist the 
reader in reviewing the financial information contained in this 
report. 


Principles of Consolidation 
The consolidated financial statements include the accounts 
of all subsidiaries. 


Foreign Currency Translation 

The Company presents the consolidated financial state- 
ments in United States dollars because the majority of the 
transactions, and the major portion of the working capital 
and long-term debt of the consolidated companies, are in 
that currency. Canadian assets and liabilities representing 
cash and amounts owing to or by the Company are trans- 
lated at the rate of exchange in effect at the end of the period. 
Other assets (Such as inventories and property, plant and 
equipment) and deferred credits are translated at historical 
rates. Operating results for the period are translated at the 
monthly average rate of exchange during the year; deprecia- 
tion and depletion included in operating results are trans- 
lated at historical rates. Currency translation gains and 
losses, which are not material, are included in net income. 


Inventories 

Inventories are valued at the lower of cost or net realizable 
value. Cost of inventories of crude oil and refined products is 
determined by the last-in, first-out method. Cost of invento- 
ries of merchandise, materials and supplies is determined 
by the first-in, first-out method with respect to merchandise 
and by the average cost method for materials and supplies. 


Property, Plant and Equipment 
Property, plant and equipment is carried at cost. 


All costs of exploring for and developing oil and gas reserves 
are capitalized and charged to operations over the life of 
estimated future production (proved reserves) on the unit-of- 
production method. Proceeds from disposals are applied 
against such cost (see Note 10). 


Depreciation is provided using the straight-line method 
based on estimated useful lives of assets. 


Maintenance and repairs are charged to expense in the year 
incurred. Renewals or betterments which materially extend 
the useful lives of the facilities are charged to the asset 
account or to the related reserve for depreciation, as appro- 
priate. Major revamping costs are charged to the asset 
account. The accumulated depreciation on these revamped 
facilities is retired against the related cost of the asset. 


Generally, when depreciable properties are retired or other- 
wise disposed of, the costs of the assets are eliminated from 
the asset accounts, the related amounts of accumulated 
depreciation are eliminated from the reserve accounts, and 
the resulting profits or losses are included in the statement of 
income for the period. 


For one subsidiary the costs of assets retired less salvage 
are charged to the reserve for depreciation accounts to 


conform with the requirements of a governmental regulatory 
commission. 


Income Taxes 

Income taxes included in the consolidated financial state- 
ments are computed on the basis of (reference is made to 
Note 6 for further details): 


(i) not providing for taxes which would be payable upon 
transfer of undistributed earnings of subsidiaries since man- 
agement believes that either such earnings will not be trans- 
ferred in the foreseeable future or no tax expense would be 
incurred because of available credits or deductions; 


(ii) providing deferred taxes under the tax allocation 
method of accounting for income taxes whereby the provi- 
sion for income taxes each year is computed on the basis of 
depreciation, depletion and certain other charges recorded 
in the accounts rather than the related amounts claimed as 
deductions in the companies’ tax returns. 


Investment tax credits are applied as a reduction of income 
tax expense in the period realized. 


Other 
Excise taxes collected from customers are excluded from 
the Consolidated Statement of Income. 


Sales of purchased crude oil are deducted from the related 
purchases in the Consolidated Statement of Income. 


Pension plans cover substantially all of the Company's em- 
ployees. Current cost and accruals for prior service costs 
(accrued over 30 years) are funded currently. 


2. ASSET ACQUISITION 
Pursuant to an agreement dated August 19, 1977, the Com- 
pany acquired assets from Apco Oil Corporation as follows: 


® producing petroleum and natural gas properties in west- 
ern Canada. 


e arefinery and certain related pipeline, terminal and ship- 
ping facilities located in the United States Mid-Continent 
area. 


@ inventories and accounts receivable related to the United 
States properties. 


The purchase of the producing properties was completed on 
December 20, 1977 at a cost of approximately $9.8 million. 
The Company has filed notice of this acquisition with the 
Foreign Investment Review Agency in Canada. 


On April 1, 1978 the purchase of the United States assets was 
completed after receiving the required ruling from the De- 
partment of Energy. Because a more timely ruling from the 
Department of Energy was expected, the financing for the 
acquisition was partially completed in 1977. The proceeds 
received in advance of their need were placed in short-term 
investments and, because of the intended use of the monies, 
were Classified as a noncurrent asset in the Consolidated 
Balance Sheet at December 31, 1977. 


Since the closing date, the Company and Apco have been 
unable to agree upon the purchase price for the inventories 
and accounts receivable. The Company has also asserted 
claims against Apco based upon the allegations, among 
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others, that Apco has breached certain covenants and war- 
ranties. The amounts at controversy in the litigation add to 
approximately $10 million which amounts the Company with- 
held from payments to Apco. At December 31, 1978 the 
Company has paid approximately $98.7 million for the 
United States assets, this being the entire amount due unless 
the courts rule unfavorably. The payments have been allo- 
cated first to inventories and receivables with the remainder 
of $48.0 million attributed to the refinery and other facilities. 
Any additional payments that might be required upon settle- 
ment of the dispute will be applied as an increase in the cost 
of the refinery and other facilities. 


3. PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment is as follows (See also Note 4 
for debt secured by property and Note 5 for assets subject to 
production payments): 


1978 1977 
Petroleum and natural gasinterests . . $225,497,000 $197,491,000 
Productionequipment ...... 23,146,000 19,693,000 
Refining,” “aus eee crete Somer 81,166,000 37,233,000 
Marketing: (os "acne es a eee 31,607,000 32,547,000 
Supply andtransportation .... . 25,201,000 15,980,000 
Others... Sess ce ce ee ee 4,270,000 3,923,000 
390,887,000 306,867,000 

Less, accumulated depreciation and 

GepletioniG) 2. aan mee 83,941,000 72,253,000 
$306,946,000  $234,614,000 


(1) Including accumulated depletion related to petroleum and natural gas interests 
of $43,091,000 and $36,948,000 at December 31, 1978 and 1977, respectively. 


4. DEBT 
The following summarizes the consolidated long-term debt: 
1978 1977 
Notes payable: 
Due 1979, interest at prime 
TAIGIOWS WAS 6 5 0 ho $ — $ 4,000,000 
Due 1979, interest8%% ...... 5,000,000 5,000,000 
Due 1981, interest at six month London 
Interbank Eurodollar Market rate 
DIUST%6." Us) Segre een eee ner eee 5,000,000 — 
Due 1982, interest8%2% ...... 20,000,000 20,000,000 
Due 1983, interest8%% ...... 20,000,000 20,000,000 
Notes payable in monthly installments 
(certain oil and gas properties pledged) 17,857,000 10,399,000 
Guaranteed 11 %2% Sinking Fund Deben- 
tures due December 31, 1990 
(subordinated) mean annem 15,963,000 17,334,000 
First real estate mortgage notes due in 
quarterly installments of $175,000 
atprimerateplus1% ....... 2,800,000 3,500,000 
Other secured debt at 5%2% to 92% 6,508,000 7,242,000 
93,128,000 87,475,000 
Less, current maturities 9,280,000 2,966,000 
$83,848,000 $84,509,000 


The Guaranteed 11%2% Sinking Fund Debentures are pay- 
able by a subsidiary and guaranteed as to payment of 
principal and interest (on a subordinated basis) by the Com- 
pany. The sinking fund provisions require annual payments 
sufficient to retire 10% of the outstanding principal balance 
from December 1981 through December 1988 with the re- 
maining balance due on December 31, 1990. Notes payable 
in monthly installments at December 31, 1978 require 
monthly payments of $238,000 plus interest at prime rate 
plus 2%. 
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Interest expense on long-term borrowings aggregated 
$9,058,000 in 1978 and $7,024,000 in 1977. 


Minimum annual maturities of long-term debt for the next five 
years are as follows: 


1982—$26,083,000 
1983—$25,434,000 


1979—$ 9,280,000 
1980—$ 4,286,000 
1981—$11,065,000 


At December 31, 1978 the Company or its subsidiaries had 
unused commitments from various banks for future borrow- 
ings aggregating $35,500,000, of which $25,500,000 would 
be on a short-term basis. Borrowings under such agree- 
ments would be at interest rates ranging from the prime 
interest rate to the prime interest rate plus 94%, or at various 
comparable Eurodollar rates. Commitment fees on the un- 
used available credits range from 8% to Y2%. Under terms of 
the commitment agreements, $23,000,000 will expire in 
1979, $2,500,000 in 1980 and $10,000,000 in 1981. 


Short-term notes payable to banks of $15,000,000 at interest 
rates of 104% to 108% of prime are included in accounts and 
notes payable at December 31, 1978. Average borrowing 
during 1978 was approximately $14,696,000 at 8.80% aver- 
age annual interest rate. The largest amount of short-term 
notes outstanding at any month-end during 1978 was 
$27,500,000. 


5. DEFERRED PRODUCTION INCOME 

In December, 1977, the Company carved out and sold pro- 
duction payments in substantially all of its U. S. and certain of 
its Canadian oil and gas producing properties for a total 
consideration of $48,708,000. The purchaser of the U. S. 
production payment receives 75% of the revenues net of 
royalties from specified properties which are applied to inter- 
est at the rate of 8%% and to reduction of the primary sum. 
The purchaser of the Canadian production payment re- 
ceives 65% of revenues net of royalties from the specified 
properties which are applied to interest at the rate of 0.85% 
above Canadian prime and to reduction of the primary sum. 


If the primary sums are not reduced by more than certain 
stated amounts, the revenue percentages may be in- 
creased; but the purchasers may look only to revenues from 
the specified properties for both interest and the return of the 
primary sums. 


During 1978 payments of $11,500,000 were applied to the 
reduction of the primary sums. The minimum future repay- 
ments under the conveyance agreements are as follows: 


1979—$1 1,770,000 
1980—$1 1,990,000 


1981—$10,720,000 
1982—$ 2,728,000 


6. INCOME TAXES 

Under Canadian income tax law, most exploration and de- 
velopment expenditures, including resource property ac- 
quisition costs, are deductible on various bases which 
generally have the effect of permitting such deduction to be 
made for tax purposes in advance of their being charged off 
in the books. Capital cost allowances for depreciable assets 
are also deductible in advance of depreciation charged in 
the accounts. Tax laws in the United States contain provi- 
sions which may have a similar effect. As explained in Note 1 
provision has been made in the accounts for the taxes de- 
ferred as a result of such deductions exceeding expenses 
charged in the income statement. 


Investment tax credits are applied as a reduction of the tax 
expense, thereby reducing the expense to an amount below 
the statutory tax rate. Credits and special allowances in 
Canada similarly reduce taxes otherwise payable. Royalty 
and other payments to governments are not deductible for 
Canadian federal income tax purposes. 


Income taxes in the Consolidated Statement of Income were 
as follows (in thousands of dollars): 


lS USES 
Current tax provision payable (refundable): 
DES ME  es  Sets et. $ 250 $ = 
Canaciaiiauaeaa-a kee ee (650) 300 
Deferred tax provisions: 
RS WEY NSPS ins 2s, a os 7,700 7,015 
Canaclaimmrcmce tee. ei a. sei a se 2,700 2,585 
$10,000 $ 9,900 


Income tax expense is at rates other than the statutory U.S. 
income tax rate as follows (in thousands of dollars): 


319/822 1977 
Income beforeincometaxes ..... $26,816 $24,864 
SHAUWIOWUES (IG? 5 bo ee es 48% 48% 
Tax provision at statutory rate 12,872 11,935 
Differences: 
Canadian taxes at rates lower than 
USS RIGS. | ioe a Aiea (742) (365) 
StateimeomeitaxeS fo) 5 5. =. 50 130 
Investmenttaxcredis ..... (1,380) (1,000) 
Amortization of additional tax basis 
on properties distributed as a 
dividend by a subsidiary at. 800 800 
$10,000 $ 9,900 


Balance January 1, 1977 
Conversion of Series A Preferred shares into Common shares 
Exercise of stock options 

Balance December 31, 1977 
Sale of Common shares in public offering, net of expenses 
Conversion of Series A Preferred shares into Common shares 
Redemption of shares 
Exercise of stock options 
Exercise of warrants 


Balance December 31, 1978 


Con he M winte ean) Met te iaey ye 0 ow wy el ne) Gas ace d tel al vm ce = 7 


In September 1978, the Company announced its intention to 
redeem all Series A Preferred shares outstanding on Octo- 
ber 23, 1978 at the U. S. $20.00 redemption price. Approx- 
imately 97% of the Preferred shares outstanding on the date 
of that announcement were converted into Common shares 
at the rate of two Common shares for one Series A Preferred 
share. 


In connection with the acquisition of Hanover Petroleum 
Corporation, the Company issued 1,630,749 warrants each 


ene, aeons eee ry Mel eee (hoon: as eM cehey os) oe ray Je’ tel ie 


At December 31, 1978 the Company had the following ap- 
proximate deductions and credits available to reduce tax 
payments which would otherwise be required in future years: 


Canada 
Exploration and development expenditures $17,000,000 
Capitalicostallowancer Py aks as «5 6 6 a 2,300,000 
DepletionallowanCewer a lacunae is Gls ae % 13,200,000 
United States 
investmentitaxcreditS=uums as ss. os 1 es 3,900,000 


Upon utilization, the benefits of these carryforwards will be 
credited to the deferred income tax provision in the balance 
sheet except for approximately $2,400,000 related to Cana- 
dian depletion which will be credited to income. 


At December 31, 1978 undistributed earnings of subsidiaries 
amounted to $25,756,000. Taxes payable upon distribution, 
which could amount to approximately 15%, have not been 
provided since management believes that either such earn- 
ings will not be distributed in the foreseeable future or that no 
tax expense would be incurred because of available credits 
or deductions. 


The tax basis of LIFO inventories at December 31, 1978 and 
taxable income for the year then ended exceeded the book 
basis by approximately $20,000 and $4,000,000, respec- 
tively, as a result of the allocation of the purchase price of 
acquired assets in accordance with Accounting Principles 
Board Opinion No. 16 for book purposes. 


7. CAPITAL STOCK 

The Company’s authorized shares are 4,962,014 Preferred 
shares of U.S. $20 par value each and 25,000,000 Common 
shares of the par value of Can. $1. The authorized preferred 
shares decreased by 37,986 in 1978 because of redemp- 
tions. 


Changes in issued Capital stock and contributed surplus are 
summarized below (in thousands of dollars): 


Series A 


Preferred Shares Common Shares 


Con- 

Number of Number of tributed 
Shares Amount Shares Amount Surplus 
1,208,009 $24,160 10,388,201 $ 9,880 $49,552 
(11,550) (231) 23,100 21 210 
47,700 46 183 
1,196,459 23,929 10,459,001 9,947 49,945 
2,500,000 2,219 20,254 
(1,158,473) (23,169) 2,316,946 1,968 21,201 

(37,986) (760) 
125,000 110 526 

6 

= = 15,400,953 $14,244 $91,926 


of which entitles the holder to purchase one of the Com- 
pany’s Common shares at a price of U. S. $10.00. Warrants to 
purchase 1,630,743 Common shares were outstanding at 
December 31, 1978. Unless extended by the Company for 
up to four years, the warrants will expire December 31, 1980. 
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During 1975 the Board of Directors of the Company, and 
subsequently the shareholders, authorized the issuance of 
options to purchase 300,000 of the Company’s Common 
shares. The shareholders authorized the issuance of options 
to purchase an additional 100,000 shares in 1978. Under the 
plan, options may be granted to officers and employees 
through November 30, 1980. Holders of options may exer- 
cise at any time within five years of the date of grant but only 
while they continue to be emplayees. No charges to income 
were made in connection with the option plan. At December 
31, 1978 options to purchase 90,800 Common shares at 
$4.75 to $9.75 per share were outstanding to employees 
(23,500 to senior officers) and 117,000 shares were available 
for granting of options. 


Dividends were paid at the rate of U. S. $.175 per Series A 
Preferred share for each quarter in 1977 and the first three 
quarters in 1978. A dividend of Can. $.05 per share on 
Common shares was declared in 1977 for payment in 1978. 
Three dividends of Can. $.05 each were declared and paid 
in 1978. 


8. EARNINGS PER SHARE 

Earnings per share reflected in the Consolidated Statement 
of Income are calculated pursuant to United States practice 
rather than Canadian practice since this results in more 
conservative amounts than basic earnings per share under 
Canadian practice. 


The average shares used in the calculation of earnings per 
share was 14,773,260 in 1978 and 12,829,602 in 1977. Aver- 
age shares for both 1978 and 1977 include the Common 
shares that would be issued assuming conversion of the 
average preferred shares outstanding during the year. The 
1978 average shares includes the shares that would be 
issued if all warrants and options outstanding were exer- 
cised. This number is reduced by the number of treasury 
shares which the Company could have purchased, at aver- 
age market prices, to the extent of funds obtained from the 
option and warrant holders. The 1977 average shares ex- 
cludes the shares reserved for exercise of options and war- 
rants since assuming their issuance would result in no 
change or an increase in the earnings per share amount. 


Under Canadian practice basic earnings per share are cal- 
culated based on the net income available to Common 
shares (net income less dividends on Preferred shares) and 
the weighted average number of Common shares outstand- 
ing. The calculation of fully-diluted earnings per share is 
based on net income increased by earnings which would be 
realized from investment of proceeds on exercise of war- 
rants and options. The shares used in the calculation include 
the weighted average Common shares outstanding plus 
the weighted average shares reserved for conversion of 
Preferred shares and exercise of warrants and options. 
Earnings per share pursuant to Canadian practices are as 
follows: 


1978 1977 
BASIC 6) a:se ce uae ea ee $1.26 $1.36 
Fully-diluted:> S) \asmesan eis ene 1.08 1.07 


9. PENSION PLANS 

Pension expense for all plans was $1,945,000 in 1978 and 
$1,526,000 in 1977. Unfunded prior service costs aggreg- 
ated $3,893,000 at December 31, 1978. 


32 


10. IMPENDING CHANGE IN ACCOUNTING POLICIES 


In August, 1978 the Securities and Exchange Commission 
(SEC) announced its solution to the long-standing contro- 
versy over oil and gas accounting methods. Finding that 
historical cost accounting methods are inadequate for oil 
and gas exploration, the SEC intends to develop a new 
accounting method which it calls “reserve recognition ac- 
counting (RRA)”. RRA will assign a value to crude oil and 
natural gas reserves based on the present value of future net 
revenues. This value will be included in assets and the 
change in value from year to year will be included in income 
statements. 


While the details of RRA are being developed (a process that 
is expected to take at least three years), companies will be 
required to follow historical cost methods prescribed by the 
SEC. Companies must follow either the “successful efforts” 
method of accounting, as defined in FAS-19 by the Financial 
Accounting Standards Board, or a “full cost” method, as 
defined by the SEC, The “full cost” method and the rules 
prescribed for related activities vary from the accounting 
policies historically followed by the Company. Accordingly, 
the Company will be required to restate financial statements 
for prior years when the accounting change is adopted in 
1979. The Company estimates that the accumulated effect of 
the restatement for 1978 and all prior years would be to 
decrease retained earnings by $4,400,000; property, plant 
and equipment, net by $11,200,000; deferred income tax 
provisions by $5,800,000 and deferred production income 
by $1,000,000. Net income would be reduced by $2,400,000 
for 1978 and $2,000,000 for 1977. The Company would also 
be required to reclassify $37,800,000 of deferred credits to 
long-term debt at December 31, 1978 because of rules re- 
quiring that the deferred production income related to cer- 
tain conveyances of oil and gas producing properties be 
considered debt. 


11. BUSINESS SEGMENTS 

The Company’s operations can be divided into two business 
segments. Exploration and Production includes the location, 
development and production of petroleum and natural gas 
reserves. Refining and Marketing includes the refining of 
crude oil and the distribution and marketing of refined prod- 
ucts. Other income (principally financial) and expenses in- 
curred at the corporate level are not allocated to the 
segments. Unallocated assets are cash and short-term in- 
vestments. 


The following table summarizes the Company’s revenues, 
operating profit and total assets by business segment and 
geographic area and depreciation and depletion expense 
and capital expenditures by business segment for the years 
ended December 31, 1978 and 1977 (in thousands of dol- 
lars): 


Exploration & 
Production 
Revenue 
United States ane rcer., ba eae $ 26,285 
Canada mea cerita ve lo te ens 18,494 
$ 44,779 
Unallocated eaerser woe ton Sete oe 
Operating profit 
WnitcdlStateSzaeer: «acme $ 1,838 
Canadaaarer aes. |i sees et 10,520 
NUIT, wv yt ame wel Gen re 4,800 
$ 17,158 
Unallocated expenses, net 
Income beforetaxes ...... 
Assets 
UAitecistatestm a ts orcad. oe cay $ 98,514 
Sanacawerues te ae tie Scene 103,058 
ZAGIUSUMOM i marrccnre ncany ec eM 11,900 
$213,472 
Wrallocatec emesis oo es tn 
Depreciation and 
depletionexpense ....... $ 16,474 
Capitalexpenditures ....... $ 41,460 


*Consolidating adjustment to depletion of petroleum and natural gas interests. 


12. UNAUDITED INFORMATION 
Certain information relative to unaudited replacement costs 
and unaudited quarterly results is presented in the Financial 
Review on pages 20 through 25. 


13. RELATED PARTY TRANSACTIONS 

During 1978 and 1977 the Company purchased crude oil at 
market prices from Total International Limited, a wholly- 
owned subsidiary of Compagnie Francaise des Pétroles 
(“CFP”), a French corporation which owns approximately 
50% of the voting shares of the Company. The aggregate of 
such purchases was $53,600,000 in 1978 and $33,800,000 
in 1977. Accounts payable at December 31, 1978 includes 
$6,800,000 (1977—$6,200,000) related to these pur- 
chases. 


The Company participates in a joint venture exploring for 
hydrocarbons with six other companies, one of which is a 
wholly-owned subsidiary of CFP and operator of the ven- 
ture. The Company holds a 5% interest in the venture which 
was inactive in 1977. In 1978 the Company incurred costs 
for this venture aggregating $1,000,000. 


Long-term debt includes a $5,000,000 note payable to a 
CFP affiliate. The terms of this borrowing are consistent with 
arrangements with other lenders. 


14. STATUTORY INFORMATION 

During 1978 the direct remuneration paid to the Company’s 
twelve directors was $51,500 and to the nine senior officers 
was $768,600. One officer is also a director of the Com- 


pany. 


Report of 


Independent 
Accountants 


1978 1977 
Refining & Exploration & Refining & 
Marketing Total Production Marketing Total 
$524,739 $551,024 $ 25,023 $306,698 $331,721 
$524,739 569,518 $ 41,530 $306,698 348 228 
__1,792 eat 
$571,310 $349,469 
$ 23,983 $ 25,821 $ 3,490 $ 14,341 $ 17,831 
== 10,520 10,119 = 10,119 
OES ctor! eee UU: 4 000 pee es = 4,000 
$ 23,983 41,141 $ 18,209 $ 14,341 32,550 
(14,325) (7,686) 
$ 26,816 $ 24,864 
$228,109 $326,623 $ 92,731 $105,248 $197,979 
as 103,058 89,553 ies 89,553 
$228,109 441,581 $189,384 $105,248 294 632 
10,173 56,558 
$451,754 _$351,190 
$ 6,109 $ 22,583 $ 13,821 SeeCree $ 17,093 
$ 56,031 $ 97,491 $ 36,905 $ 13,243 $ 50,148 


To the Shareholders of 
Total Petroleum (North America) Ltd. 


In our opinion, the accompanying consolidated balance 
sheet and the related consolidated statements of income 
and retained earnings and of changes in financial position 
present fairly the financial position of Total Petroleum (North 
America) Ltd. and its subsidiaries at December 31, 1978 and 
1977, and the results of their operations and the changes in 
their financial position for the years then ended, in conformity 
with generally accepted accounting principles consistently 
applied. Our examinations of these statements were made in 
accordance with generally accepted auditing standards 
and accordingly included such tests of the accounting rec- 
ords and such other auditing procedures as we considered 
necessary in the circumstances. 


PRICE WATERHOUSE & Co. 


Detroit, Michigan 
February 9, 1979 
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BOARD OF DIRECTORS 


Reid Brazell 

Formerly Chairman of the Board 
and Chief Executive Officer; 
Retired, Frankfort, Michigan 


Martin E. Citrin 
Partner, J. A. Citrin Sons Co., 
Southfield, Michigan 


Etienne L. Dalemont 

Formerly Chairman of the Board; 
Formerly Managing Director, 
Compagnie Francaise des Petroles; 
Retired, Paris, France 


Louis Deny (i) 

Executive Vice President, 
Compagnie Francaise des Pétroles, 
Paris, France 


Philippe Dunoyer 
President and Chief Executive Officer, 
Alma, Michigan 


Joseph-Camille Genton 

Senior Vice President and Finance Director, 
Compagnie Francaise des Petroles, 

Paris, France 


James W. Glanville 
General Partner, Lazard Freres & Co., 
New York, New York 


Vernon L. Horte (ii) 
President, V. L. Horte Associates Limited, 
Toronto, Ontario 


Andre M. Jacqmin 
President, Total Eastcan Exploration, Ltd., 
Paris, France 


Linden J. Richards 
Oil and Gas Consultant, 
Tucson, Arizona 


David L. Torrey 

Senior Vice President and Director, 
Pitfield Mackay Ross Limited, 
Montreal, Quebec 


William G. Tucker (i) 
Barrister and Solicitor, 
Calgary, Alberta 


(i) Elected May 3, 1978 after the shareholders approved the 


increase in the number of Directors from 10 to 12. 


(ii) Elected November 30, 1978, to succeed 
F. Campbell Cope, retired (see President’s letter to 
the shareholders). 
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PRINCIPAL OFFICERS 


James W. Glanville 
Chairman of the Board, 
New York, New York 


Philippe Dunoyer 
President and Chief Executive Officer, 
Alma, Michigan 


Paul H. Gutknecht 
Executive Vice President-Finance, 
Alma, Michigan 


Kenneth R. Buckler 
Vice President-Administration, 
Alma, Michigan 


Robert R. Dean 

Vice President-Manufacturing, 
Supply and Transportation, 
Alma, Michigan 


Philippe Magnier 
___Robert A. Wall 


Gilbert M. Kiggins 
John E. Fawke 
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John E. Fawke 
Vice President-Marketing, 
Romulus, Michigan 


Gilbert M. Kiggins 
Vice President, 
New York, New York 


Philippe Magnier 
Vice President-Exploration and Production, 
Houston, Texas 


Robert A. Wall 

Vice President, Secretary and General 
Manager-Canadian Division, 

Calgary, Alberta 


William F. Kellock 

Vice President Operations-Canadian 
Division, 

Calgary, Alberta 


Richard E. Dana 
Controller, 
Alma, Michigan 


Colin S. MacDonald 
Assistant Treasurer, 
Calgary, Alberta 


John B. O’Brian 

Vice President-Personnel and Industrial 
Relations of Total Petroleum, Inc., 
Alma, Michigan 
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REGISTRARS 


The Royal Trust Company 
Calgary, Regina, Winnipeg, 
Toronto and Montreal, Canada 


Morgan Guaranty Trust Company 
of New York 

New York, New York 

TRANSFER AGENTS 

Montreal Trust Company 

Calgary, Regina, Winnipeg, 
Toronto and Montreal, Canada 
Morgan Guaranty Trust Company 
of New York 

New York, New York 

AUDITORS 

Price Waterhouse & Co. 
EXCHANGE LISTINGS 

Toronto Stock Exchange 

Montreal Stock Exchange 


American Stock Exchange 


FORM 10-K 


Copies of the Company’s annual report to 
the Securities and Exchange Commission on 


Form 10-K are available without charge 
upon request to the Company at 

East Superior Street 

Alma, Michigan 48801, U.S.A. 


ANNUAL MEETING 


Shareholders are cordially invited to attend 
TOTALs Annual Meeting to be held this year 
at the Calgary Inn, 320 4th Avenue, S.W., 
Calgary, Alberta on Thursday, May 3, 1979 at 


11:00 a.m. 


PRINCIPAL COMPANY OFFICES 


Head Office 

639 Fifth Ave., S.W. 
Calgary, Alberta T2P OM9 
403-265-9080 


Principal Executive Office 
East Superior Street 

Alma, Michigan 48801 
517-463-1161 


Exploration and Production 
2950 One Allen Center 

500 Dallas Ave. 

Houston, Texas 77002 
713-658-0972 


Marketing 

28001 Citrin Drive 
Romulus, Michigan 48174 
313-946-5500 


Mid-Continent Supply and Marketing 
6701 N. Broadway 

Oklahoma City, Oklahoma 73116 
405-840-2901 


Investor Relations 

70 Pine Street 

Suite 3310 

New York, New York 10005 
212-482-8460 


REFINERIES 


Alma, Michigan 
Arkansas City, Kansas 


America) Ltd. 
@ Areas of Exploration and Production 
© Marketing Area 


Refineries 


TOTAL. 


